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PRESIDENT CLINTONS COMMUNITT REIN- 
VESTMENT ACT REFORM INITIATIVE AND 
ENFORCEMENT OF FEDERAL FAIR LENDING 
LAWS 



THURSDAY, OCTOBER 21» 1993 

House of Representatives, 

subcobfl^ottee on consumer credit and insurance, 
Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
2128, Raybum House Office Building, Hon. Joseph P. Kennedy 
[chairman of the subcommittee] presiding. 

Present: Chairman Kennedy, Representatives LaRocco, 
Gutierrez, Roybal-Allard, Barrett, Furse, Velazquez, Wynn, Flake, 
Waters, Castle, Lander, and Knollenberg^. 

Chairman Kennedy. The subcommittee will please come to 
order. 

I would like to ask a couple of folks in the back if you would not 
mind closing the doors in tne back of the room so we can keep the 
racket down a little bit, please. 

This morning the subcommittee holds an important hearing on 
the enforcement of the Community Reinvestment Act and the fair 
lending laws. These laws have been on the books for close to two 
decades or more, yet as well intended and well written as thev are, 
discrimination and disinvestment continue to be an ongoing tact of 
life in communities across the country. These twin wrongs have 
caused a tragic loss of hope in affected communities and represent 
a daily embarrassment to our Nation. 

The facts are grim. The Home Mortgage Disclosure Act data 
demonstrates that minorities are rejected two to three times as 
often as whites with the same income when they apply for a loan. 
Even correcting for variables such as debt-to-mcome ratios and 
credit histories, minorities are still rejected 60 percent more than 
whites. According to the Federal Reserve Bank of Boston, the dis- 
parity between whites and blacks can only have one explanation: 
Discrimination. 

The Justice Department's recent prosecution of Decatur Federal 
Savings and Loan is an anatomy lesson in lending discrimination. 
Decatur refused to open branches in minority areas. It excluded 76 
percent of black neighborhoods in Atlanta from its defined service 
territory. It employed few, if any, blacks in key mortp^age lending 
positions. It advertised almost solely in Atlanta's white neighbor- 

(1) 
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hoods and committed acts of discrimination against no less than 48 
minority appUcants. 

Is Decatur a pariah amongst lenders or an aberration? According 
to Associate Attorney General Webster HuUbell, who is with us 
today, Decatur may just be the tip of the iceberg. 

A new study demonstrates that as bad a job as federally insured 
lenders are doing in working class and minority communities, 
noninsured mortgage banks are doing worse. The author of that 
study, Jonathan Brown, is also with us today, and suffice it to say 
a huge and growing secpnent of the mortage lending industry is 
apparently r^Uning witn near total impunity. 

Our cities are burning with despair and frustration and yet no 
one seems to be reaching for the fire extinguisher. Secretary 
Cisneros and Comptroller Ludwig have initiated bold and creative 
efforts to wake their agencies fi'om their regulatory slumber. They 
deserve our recognition and encouragement. However, on the 
whole, the agencies most responsible for combating disinvestment 
and discrimination have failed to do their job. 

CRA evaluations continue to be little more than sophisticated 
rubber stamps. In the last 10 years, the Federal Reserve has taken 
action against just one lender for discrimination. Furthermore, it 
has referred just one fair housing complaint to the Justice Depart- 
ment and only nine to HUD. As for the FDIC, in the last 3 years, 
it has found only one racial violation of the Fair Housing Act and 
the Equal Credit Opportunity Act 

If we have any hope of making the words ''equal opportunity" 
mean anything in this country, then we must do more to enforce 
the laws meant to secure it. That means reforming CRA so that 
performance, not paperwork, becomes a standard of compliance. It 
means committing examiners and resources to doing the tough, but 
important work, of investigating fair lending violations. It means 
ensuring that mortgage banks, who benefit so handsomely fi'om the 
government-created secondary mortgage market, serve commu- 
nities regardless of the race or income of its residents. It also 
means forging meaningful interagency working agreements so that 
the unique abilities of each agency can be used to get the job done. 
Turf battles will no.t win the fig^t against discrimination; only co- 
operation will. 

For far too long, our Nation has ignored the daily injustices in- 
curred l^ Americans in search of a mortgage, a business loan, or 
consumer credit, and we have done so at great peril and to our 
great shame. Ever^ day that we allow these wrongs to persist 
moves us further from being a society where all can rise to the 
level of their talents. 

If decent housing and health care are the rights to which all 
Americans are entitled, then they should so be entitled to equal ac- 
cess to credit since credit is just as important to achieving a secure 
and meaningful life in our capitalist system. I want to challenge all 
of us to work together to ensure that no one is denied their fair 
share of credit and financial services, and I look forward to hearing 
from all of our witnesses as to how this jpal can be accomplished. 

Let me now turn to Mr. Kiollenberg tor an opening statement. 
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Mr. Knollenberg. Thank you, Mr. Chairman. I should explain 
my rapid rise to this level. 

Chairman I&:nnedy. You mig^t enjoy it, Joe. 

Mr. Knollenberg. I have to tell you this is momentary, but I 
am here in place of Mr. McCandless to make an opening statement. 
It wiU be very, very brief. He had the inability to be here this 
morning because he nas a scheduling conflict with the Government 
Gyrations Committee but he did want me to extend to those that 
are testifying our appreciation for your doing that and I look for- 
ward to this mornings comments. 

We have four very distinguished panels, with very distinguished 
witnesses and. accordingly, I think it is appropriate that I keep my 
remarks to a oare minimum. I know all members are sincerely in- 
terested in the administration's efforts to reform the Community 
Reinvestment Act and with its efforts to enforce fair lending laws. 

I am confident that today's hearing will give us an opportunity 
to assess the administration's progress in both areas. With that, 
Mr. Chairman, I will turn, I yield back to you. Thank you. 

Chairman Kennedy. Thank you very much, Joe. Larry LaRocco. 

Mr. LaRocco. Thank you, Mr. Chairman. 

I appreciate the fact you are holding this hearing and I will stick 
with my no opening statement policy and we will move along to the 
panel. 

Chairman Kennedy. Thank you very much. Luis Gutierrez. 

Mr. Gutierrez. Chairman Kennedy, I want to welcome our wit- 
nesses to the hearing today and extend my sincere appreciation to 
Secretary Cisneros for his willingness to appear once again before 
this subcommittee. I also want to thank Congresswoman Waters, 
who has worked relentlessly to ensure all communities have equal 
access to credit. 

Reform of the Community Reinvestment Act and implementation 
and strict enforcement of lending^ laws are fundamental if we as a 
Congress are going to accomplisn our larger goals of housing and 
business development. These reforms are also fundamental to the 
ability of low- and middle-income families to accomplish this goal. 

As I have said repeatedly, access to credit is critical to the sur- 
vival and development of my community and to communities across 
this Nation. I represent a constituenQr for which America rep- 
resents a unique and exciting opportunity, an opportunity to work 
for decent wages and live freely, but also an opportunity to save 
money, purchase an automobile or a home. 

The home ownership rate among various Latino populations in 
this country averages around 50 percent. Families represented by 
tliis number are working hard to put something back into their 
community. However, this number also represents that many peo- 
ple still cannot secure a home loan or open a savings or checking 
account. 

All over the Fourth Congressional District in Illinois there are 
businesses who want to stand, to grow, to invest, in their commu- 
nitv, to put people to work but cannot secure the credit to do so. 

President Clinton outlined his goals for CRA reform and now the 
regulators are charged with the tasks of implementing his goals in 
an effective and less burdensome manner. I am encouraged by the 
diligence and interest of this administration and am appreciative 
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for the opportunity I had to participate in the hearing held in Chi- 
cafi^o l^ bankine regulators. 

I strongly believe this Congress has the responsibility to ensure 
that all constituents, Chairman Kennedy's constituents, Coneress- 
woman Waters' constituents, and citizens in this countiy do not 
feel basic services are beyond their reach and ensure th^ have ac- 
cess free of discrimination to loans to purchase a home, send their 
kids to school, or simply fix the roof. 

Neig^boihoods like mine cannot survive with the feeling of hope- 
lessness much lon|;er. Essentiallv, we all have to work to|;ether or 
it will take the willingness of Congress, the administration, com- 
munity greups, lending institutions, and the regulators to ensure 
the Community Reinvestment Act finally achieves its goals and af- 
fords our firiends, our nei|;hborhoods, and our fellow citizens the 
same opportunities others in this country enjoy. 

Chairman Kennedy has been instrumental in this effort and I 
want to thank you for holding this hearing and look forward to the 
testimony. And I would like my complete opening statement, with- 
out objection, to be entered into the record, Mr. Chairman. 

Chairman Kennedy. Without objection, it is so ordered. 

Luis, I want to very much thank you for the tremendous con- 
tributions you have made to this subcommittee since you joined it 
earlier this year. This is an issue I know affects you and your dis- 
trict, and we look forward to your continuing vigilance in this 
re^d. 

Frhe prepared statement of Mr. Gutierrez can be found in the 
appendix.] 

Chairman Kennedy. Nydia Velazquez. 

Ms. Velazquez. Thank you, Mr. chairman. And congratulations 
to you and your staff on keeping this subcommittee very busy on 
some very important issues. I have been wondering what was the 
motivation behind this hurricane of hearings and markups, and I 
just realized why. Mr. Chairman, is it possible you have been try- 
ing to get all ^our work done before your wedding this weekend? 

Congratulations to you and your new bride. 

Chairman Kennedy. Thank you very much, Nydia. 

Ms. Velazquez. I know we have a long list of witnesses, so I 
want to welcome Secretary Cisneros, Maxine Waters, and Mr. 
Hubbell, and I appreciate your joining us for another discussion of 
CRA and how we can improve it as a tool for empowering our 
communities. 

Thank you, Mr. Chairman. 

Chairman Kennedy. Thank you, Nydia, and thank you for those 
kind comments. I guess you will have to keep the singles caucus 
moving in the Congress there, Nydia. 

Maxine, did I say the wrong thing there, dear? Not PC? 

Anyway, I want to very much welcome our first witness. Maxine 
Waters has done more to stand up for the rights of poor people and 
people of color in this country than probably any Member of Con- 
gress in the short period of time that she has been here, and I very 
much appreciate having you on this subcommittee and sincerely 
look forward to your comments and continuing to work with you, 
Maxine. Thank you very much for coming and please proceed. 
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STATEMENT OF HON. MAXINE WATERS, A REPRESENTATIVE 
IN CX>NGRESS FROM THE STATE OF CALIFORNIA 

Ms. Waters. Thank you very much, Mr. Chairman. I am grateful 
to be here today to testify on this mosl important subject^ and I 
sincerely appreciate the leadership that you are providing with this 
subcommittee. 

I am delighted about jrour interest in discrimination and trying 
to make this country a fair and just place for all citizens, and I love 
this subcommittee and look forward to working with you for many 
years to come. 

Our community investment laws are outdated but the time may 
have arrived when policymakers are ready for a serious look at re- 
vamping community lending laws and their implementation. I do 
not need to chronicle the problems of lending in low-income and 
minority neighborhoods to you, Mr. Chairman, or to most of the 
members of this subcommittee. We all know that our communities 
are suffering from a credit famine, boarded up houses, minority 
business people who cannot expand their businesses and creating 
more jobs and predatory check-cashing outlets are all symptoms ot 
this crisis. Yet, 2 years after the new HMDA data was released. 
Congress still has not taken action. 

The administration is to be commended for taking up CRA re- 
form, but much of what needs to be done will eventually require 
l^slation of the kind I have proposed. I would like to share with 
you a few le^slative solutions to tiiese problems that are contained 
in my bill, H.R 1700, the CRA Reform Act, which was originally 
introduced last Congress, was updated and reintroduced at the 
b^[inning of this term. Let me describe the principles of my 
le^slation. 

regulators, policjrmakers, and communities need better informa- 
tion about financial institution's lending performance. The Home 
Mortage Disclosure Act has been a powerful tool to disclose dis- 
crimination in the mortgage marketplace. My bill would require de- 
pository institutions to disclose comparable information about their 
small business community development and consumer lending on 
a census tract basis. 

In addition, institutions would be asked to present regulators 
with an analysis of their branch openings and closings over the 

Sast 10-year period. Over the past decade, in part thanks to bank 
ereeulation, the number of branches in upper income communities 
doubled while the number of branches in poor and community com- 
munities declined. Of course, while bank branches closed, pawn- 
shops, check-cashing outlets, and other companies charging higher 
rates moved in to exploit our communities. 

From 1985 to mid- 1992, 277 bank branches closed in California 
alone, of course, disproportionately impacting low-income commu- 
nities. Currently, it is impossible to know an institution's business 
and commercial lending record. We must have more than mortgage 
information systematically, not just anecdotally, to respond to the 
problem responsibly. 

My bill would enhance community input in the regulatory proc- 
ess. Community groups would be solicited and given 45 aays in 
which to analyze a community's lending performance and respond 
before CRA ratings are decided. This would uvclxxdfe ^£^«i: 
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lators the ability to interview credit applicants as part of their 
oversight. In addition, regulators would be able to extend the pub- 
lic comment period if the response to solicitations are hig^. 

Too often community groups need more time to accumulate and 
present information in the CRA process. This is a modest, sensible 
reform. 

Third, the centerpiece of the legislation is to reform the CRA rat- 
ing process. Nearly 90 percent of all depository institutions receive 
outstanding or satisfactoiy CRA rating^. This is despite over- 
whelming evidence of redhning in most inner city and poor rural 
communities in America. Great inflation has renuered the current 
CRA ratine system nearly meaningless. 

Since Ji^ 1990, only eig^t institutions, that is less than 1 per- 
cent of all Federal institutions, received a rating of substantial non- 
compliance. That is the lowest CRA rating. The performance-based 
standard for CRA ratings contained in my legislation has been 
adopted in concept by the Clinton administration as it moves ad- 
ministratively to amend CRA. 

For too long an institution's professed intentions, not its actual 
lending, has been the standard for which it has been judged. I am 
hopeful the Clinton reforms will g^ve us a better yardstick with 
which to judge our financial institutions. Public hearings have 
be^un. They were in Los Angeles a few weeks ago and we need to 
wait and see what they do. 

Fourth, my legislation would establish community standards for 
mortgage banks for the first time. The Department of Housing and 
Community Development would establish an office of mortc[age 
bank and insurance supervision. This office would oversee Federal 
monitoring of mortgage banks and private mortgage insurance 
companies. Mortgage banks, which depend on federally insured sec- 
ondary mortgage markets tor their business would supply a com- 
munity support statement to the established office, including 
HMDA-type data, underwriting criteria, proactive community pro- 
grams, and any fair housing law violations they may have incurred. 

Mortgage companies now make a majority of all home loans in 
America. A recent study conducted by Central Information, which 
will be presented later at this hearing, found that mortgage banks 
are among the worst redliners in America. We must find a way to 
bring some accountability to the mortgage bank system. 

In my l^slation, the HUD office chareed with this responsibility 
would solicit public comment and evaluate individual mortgage 
banks' performance. If the Secretary finds a company's perform- 
ance inadequate, then he or she will have the authority to impose 
a series of penalties including fines, cease and desist orders of the 
practice in question, or legal action, if appropriate. 

As I mentioned earlier, the newly formed office would also super- 
vise the activities of private mortg^ige insurance companies. Again, 
these companies are completely dependent on depositoiy institu- 
tions' ability to extend ana sell off mortgages resulting from deposit 
insurance and government insured secondary mortgeige markets. 
However, as with mortgage banks, these mortgage insurance com- 
panies may be contributingto redlining. 

A 1993 study 1^ the PMI industry showed that only 8.2 percent 
^ all mortgage insurance issued in 1991 was in ZIP Codes that 
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were more than 50 percent minority and only 7.9 percent was in 
low- and moderate-income areas. The new HUD office would com- 

Sile information on morlf^age companies' community program's un- 
erwriting criteria and incorporate public comments. Tlie]^ would 
then make a determination as to companies' community involve- 
ment. If the Secretary finds a company in noncompliance, he or she 
may require a community investment plan to be submitted by the 
company to rectify the situation. 

Number six: Finally, the legislation would allow the appropriate 
Federal regulatory agency to use the information on an institu- 
tion's branch openings and closings as part of the merger and ac- 
quisition process. If an institution has a pattern and practice of 
closing branches in a way determined to exclude low-income and 
minority neighborhoods, that institution could be denied its 
apnlication. 

Of the tens of thousands of merger applications before the Fed- 
eral Reserve, less than 10 have ever been denied on CRA ^^ounds. 
We must look at new and different ways to keep our financial insti- 
tutions doing business in all the communities they are supposed to 
serve. 

In conclusion, Mr. Chairman, we have seen data year after year 
showing that redlining and discrimination are obstacles to commu- 
nity development. The banking industry will undoubtedly come to 
Congress seeking new powers and less regulation this year. Low- 
income and minority Americans have been waiting for relief fi*om 
the banking industry for years. I believe we must consider the is- 
sues raised by my legislation if we move to assuage the banking 
community's concerns. And with that, I conclude my testimony. 

Well, let me just say this, Mr. Chairman. I would like, before 
concluding, to share with you some of the fi*esh evidence of mort- 
gage discrimination in California. 

This information is about California's seventh largest bank lend- 
ing to Afiican-Americans in 1992. The Bank of America made 751 
loans, totally, to Afiican-Americans in the entire State of California 
and only 100 of them were loans to Afi*ican-Americans earning 
below $30,000. 

Wells Fargo had 43 loans in the State, and 2 of them were to 
African-Americans below $30,000. First Interstate made 18, and 10 
of them were loans to African-Americans earning below $30,000. 
Bank of California made none. Union Bank made 30 and none to 
African-Americans below $30,000. Sumitomo Bank made one in the 
State and none to African-Americans earning below $30,000. And 
Sanwa Bank, I guess, made five and none to African-Americans 
earning below $30,000. 

That is a bit of the study I wanted to hig^lig^t to show you the 
severity of the problem. I thank you very much, Mr. Chairman. 

Chairman Kennedy. I want to thank you for your excellent testi- 
mony this morning, Ms. Waters. I think that there is a very dif- 
ferent attitude that we now have in the Federal Government than 
ma^be 2 or 3 years age, perhaps even as short as 1 year aso. 

With Heniy Cisneros and dene Ludwig at the top of the imple- 
mentation of^^ some of these rules and regulations that have been 
sitting on the books — ^after all, CRA can he a toug^ law if anybody 
wants to bother to enforce it — I think that Secretary CiscvKt^^V^sa. 
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talked about trying to include the mortgage companies and reac- 
tivate, or at least start, the engine over at HUD to try to begin a 
process of looking after these companies that have controlled such 
a large part of the U.S. mortgage industry, yet have no controls on 
them wnatsoever as to how they treat poor people and people of 
color. 

Second, the kind of statistics that you just read really are as- 
tounding. The fact that there have been so few recommendations 
by the regulators to the Justice Department on discrimination is- 
sues invohring the largest institutions in America which are backed 
up bv millions upon millions of black and Hispanic taxpayers, 
whether ttiev are commercial banks or savinep and loans, is dis- 
couraging. The institutions then get into trouble, billions or dollars 
are spent to bail them out, and these same institutions do not pro- 
vide good loans to people who will pay them back, simply because 
of tiie color of people s skin. That is, aft;er all, what this is all 
about. 

I hope you come up after your testimony and are able to ask 
Webster Hubbell, Henry Cisneros, and Gene Ludwi^ about how we 
are going to create a coordinated strategy so this kind of discrimi- 
nation really does come to an end under the leadership and deter- 
mination of both President Clinton's administration and this 
Congress. 

Ms. Waters. Thank you very much. 

Chairman Kennedy. If anyone else has a question, and really 
has to ask it at this point, obviously, feel free; if not, I would sug- 
gest we keep them until later or put them in writing, and ask in 
the interest of time Secretary Cisneros to come up ana join us. Any 
obiections? So ordered. 

Mr. Baker. Mr. Chairman, one quick thing for the record. Ms. 
Waters made reference to some statistics that were the sulnect of 
a report in her presentation. If the eentlelady would not mind mak- 
ing: that part of the record, I would Tike to see that report 

uhairman Kennedy. Without objection, it is so ordered. 

Mr. Baker. Thank you, Mr. Chairman. 

Chairman Kennedy. Thank you, sir. Thank you very much. 
Maxine. 

Ms. Waters. Thank you. 

Chairman Kennedy. Secretary Cisneros, please have a seat. 

Henrv Cisneros is the Secretary of Housing and Urban Develop- 
ment. Secretar3r Cisneros has already shown strong; commitment 
and leadership in combating lending discrimination, insurance red- 
lining, and homelessness by instituting long overdue reforms at 
HUD. We are privileged to have a HUD Secretary with this kind 
of dedication in addressing problems of discrimination and commu- 
nity economic development. 

It is a great pleasure for us to welcome you here this morning, 
Mr. Secretary, and we all applaud the leadership you have shown. 
I noticed in the paper just last week, the renewed commitment that 
you have made to ending these kinds of discrimination questions 
with regard not only to housing polipy, but also to economic policy 
in this coimtry. We ^eatly welcome your leadership. 

Thank you for joining us and please proceed with your 
statement. 
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Obviously, we will include your written statement for the record, 
and we would ask you to make an oral statement to us this 
morning. Thank you very much. Please proceed. 

STATEMENT OF HENRY B. CISNEROS, SECRETARY, U.& 
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Secretary Cisneros. Mr. Chairman, thank you very much. Mem- 
bers of the House Banking Subcommittee on Consumer Credit and 
Insurance, thank you for giving me the opportunity to speak to you 
tod^ about mortgage lending discrimination and our strategy at 
HUd for doing our part to bring an end to such discrimination. 

Let me say, first of all, I do nave extended comments which we 
will submit for the record. I want to be brief in the presentation 
I make today. 

Chairman Kennedy. Without objection, so ordered. 

Secretary Cisneros. The strategy we are working on at HUD is 
part and parcel of our desired strate^ for equal nousing oppor- 
timit^. We have a program office at HUD whose full responsibil- 
ities is fair housing and fair lending and equal opportunity. You 
have been very kind in your comments about my work and HUD. 

We at HUD owe a great debt of gratitude to our Assistant Sec- 
retary for Fair Housing and Equal Opportunity, Roberta 
Achtenberg. If vou have not had an opportunity to meet her, I 
know you will look forward to the day you can greet her at this 
subcommittee because she is very, very capable as a lawyer, has a 
great record of advocacy in these areas, and has already defined 
stiff marching orders for the Department in this area. 

At HUD, fair housing will no longer be treated as the sole prov- 
ince of a single part of the Department. Furtherance of our fair 
housing goals is infused throughout HUD's operations and pro- 
grams. In our decisions and actions on public housing, on assisted 
housing, on home ownership, on economic development issues, fair 
housing goals are integral and infused throughout our decision- 
making. 

A few weeks ago you no doubt noted I was able to accompany 
Webster Hubbell, who is the next witness for the Justice Depart- 
ment, to Vidor, Texas, where HUD and the Justice Department col- 
laborated to take control of a public housing development which 
was openly violating civil rights by discriminating against African- 
Americans. 

This is a community of 10,000 people in east Texas that had 
made a decision that no African-Americans would be allowed to live 
in that community and they enforced it for many years. We were 
drawn into the action when there was overt violation of Federal 
civil rights laws, in that persons were intimidated and moved away 
from public housing. 

The President and this administration will not tolerate the seg- 
regation and racial harassment that took place there nor discrimi- 
natory practices in any form anywhere else. Today's hearing is not 
about public housing segregation but home ownership and Tending 
discrimination. The behavior may not be as blatant as in Vidor, 
Texas, where the Ku Klux Klan has had a role in everything from 
the police department to a continuing role in the civic life of the 
community, it may not be as blatant as what we saw^hv^^Jcv^ ^rt 
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nial of an opportunity to own a home has a devastating impact on 
the family discriminated against, and, further, it has a destructive 
and corrupting influence on our sense of community. 

Home ownership is one of the foremost hopes and aspirations of 
the American people. It is part of our heritage. It is an anchor of 
our American society. It is how most Americans define their 
wealth. It is how we build a spirit of community, and we cannot 
do any of these things if people are cheated out of a chance for 
home ownership. 

What I want to do is focus specifically on three things we are al- 
ready working on and then a series of things that are prospective, 
things we want to set in motion in the weeks and months ahead. 

First, the initiatives that have already begun. Three existing ef- 
forts: Fair housing testing, a Memorandum of Understanding with 
other regulatory agencies, and our work on the Home Mortgage 
Disclosure Act. 

First, testing. The Fair Housing Initiative Program allows HUD 
to fund public and private enforcement activities as well as edu- 
cational and outreach programs informing the public about fair 
housing rights and obligations. 

In 1992, HUD awarded $1 million in what are called FHIP [Fair 
Housing Initiatives Program] funds to the National Fair Housing 
Alliance to conduct preapplication testing in three metropolitan 
areas. The areas and lenders are selected based on analysis of 
HMDA data and other factors suggesting the existence of a possible 

i>roblem, and the results of this testing will be used by a new fair 
ending office through mid- 1994. 

Congress recently increased the appropriation for FHIP thanks 
to Congressman Louis Stokes and Senator Barbara Mikulski and 
their colleagues. We have increased the funding available for this 
purpose from $11 million in 1993 to more than $20 million in the 
1994 budget. So it just about doubles our capability to continue and 
expand what we can do under this program to sort out, to discover 
instances of lending discrimination. 

In a tou^ budget environment, in a budget when everything else 
is contraction ana decline, to virtually double the office for this pur- 
pose, is I think a substantial step forward. 

A second issue. The Memorandum of Understanding with the 
Federal Reserve Board, the Comptroller of the Currenpy, the FDIC, 
and others. 

In May 1992, HUD entered into a Memorandum of Understand- 
ing with the Fed Comptroller of the Currency, the FDIC, the Office 
of Thrift Supervision, and the National Credit Union Administra- 
tion. Since then, there have been some almost 300 exchanges of in- 
formation and referrals between our Fair Housing Office charged 
with this responsibility and the regulators, resuming in 74 com- 
plaints of lending discrimination filed at HUD. 

Several complaints were investigated iointlv by HUD and the 
OCC. We believe that the Memorandum or Unoerstanding has been 
effective in minimizing the burdens of duplicative investigations 
and assuring that complainants have access to all remedies avail- 
able to them under the Fair Housing Act. 

Third, in terms of things now under way is our work on the 
Home Mortgage Disclosure Act [HMDA]. HUD has worked closely 
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with the Federal financial regulatory agencies to make the HMDA 
data base as useful as possible and make the data accessible to the 
public, including community ^ups and academics. 

Discussions have bec;un with the Chairman of the Federal Re- 
serve on how HUD ana the Fed can work together to make HMDA 
data readily available to the public and more useful as a tool to 
focus Federal, private, and fair housing enforcement efforts. I had 
a meeting with the Chairman of the Fed specifically on this subject 
a week or so ago. 

In each of these efforts we have increased efforts, expanded the 
role, and increased the resources available. But we are not satisfied 
to build on what has begun. We have introduced new initiatives 
and identified new steps we can take, and I will describe now sev- 
eral key measures that are either recently or about to be initiated. 

First is rulemaking to better define discrimination. In the 25 
years that have passed since enactment of the fair housing law, the 
Department of Housing and Urban Development has yet to issue 
regulations that define violations of law in the areas of mortgage 
lending and property insurance. We are now changing that. 

Last week, we announced HUD priorities, Mr. Chairman, as you 
indicated, for the first year and fair housing and fair lending are 
right at the very top of our priorities. 

One of the things that is different about HUD as it has operated 
and HUD as it will operate is the emphasis on fair housing and 
fair lending. 

After appropriate consultations, we will issue Fair Housing Act 
regulations making clear that the Federal Government will move 
directly to identify and remedy discriminatory practices in fair 
housing and fair lending. These regulations will guide our inves- 
tigators and the Department of Justice's enforcement. They will 
serve as a signpost to allow the industry to take voluntary actions 
and a guide for the regulatory agencies to use in their supervisory 
role. 

Further, these regulations will affect mort£^age lenders who are 
not subject to the oversight of the financial regulatory agencies 
such as mortgage bankers and property insurers. In addition, the 
Department will publish a regulation governing the fair housing re- 
quirements of programs such as Fannie Mae and Freddie Mac. 
These regulations will have a significant impact on the availability 
of mortgajge credit. 

A second set of initiatives is our relationship with OCC. Last 
May HUD conducted a conference on research and enforcement of 
mortgage lending discrimination, which enjoyed widespread partici- 

Eation by leading researchers and enforcement agencies. Eugene 
ludwig. Comptroller, who will testify this morning, has been a 
staunch ally m our efforts to address lending discrimination, and 
when he learned about the conference he enthusiastically partici- 
pated and supported it with OCC funds. The proceedings of that 
conference are being published and will help to answer enforce- 
ment efforts and the research agenda. 

Following the conference, HUD and OCC formed a workin|^ group 
to strengthen the Federal Government's efforts to counter discrimi- 
nation in mortgage lendine. The other regulatory agencies and the 
Department of Justice will be asked to participate in the ^fC^^*, ^^^ 
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we can collectively provide p^uidance which the industry seeks as to 
what practices constitute discrimination and what steps banks can 
take to address problems in this area. 

As a result of the workinfi[ group's efforts, OCC has agreed to 
begin testing next spring to determine how testing can most effec- 
tively meet their enforcement needs. 

We had hoped within 60 days of that conference to have our 
agenda laid out, and we have met that timetable, and now we are 
workine on the next set of specifics which we hope to have com- 
pleted by the spring. 

HUD and OCC have also developed a draft definition of lending 
discrimination and are working with other Federal financial agen- 
cies to strengthen its provisions. We are working together to use 
all the available data to assist fair lending and examination 
processes. 

A third series of steps under w^ involve the banking industry. 
The Fair Housing Act requires HIID to work with the housing in- 
dustry to achieve voluntary compliance with the law. We have had 
meetings with the leaders of tne American Bankers Association 
and the Mortc^age Bankers Association to discuss cooperative ef- 
forts. This includes execution of a voluntary agreement along the 
lines of our voluntary affirmative market agreements with the Na- 
tional Association of Realtors, and the National Association of 
Home Builders. 

Very interestinely, HUD has held two meetings with a group of 
DC lenders. The Tenders were brought in after a series or articles 
in the Washington Post indicatin|^ that banks in the Washinchton 
area were not serving the minority commimity of this area. The 
banks felt that they nad done more than the story involved de- 
scribed and so we asked them to be very specific about what they 
were doing to reach out to minority purchasers and they described 
a variety of programs which had varying results. 

HUD developed a list of fair lending activities, a sort of best 
practices list, which can be used as a benchmark to determine 
whether the banks indeed are fully affirmative. 

We think that our discussions with the Washington area banks 
may lead to a concerted effort by these local lenders to put in place 
new policies and practices which will help open doors that have 
heretofore been closed. We may even develop some kind of local fair 
lending strategy subscribed to by participating banks, and we hope 
to build on our Washington experience by having local HUD offices 
convene similar meetings in other cities. 

That was so successful, to bring all the bankers from Washington 
together in a no fanfare, no high profile, no press, meeting basicallv 
to talk about the problem and what they have learned from each 
other about what best practices can be put in place. That meeting 
was so successful in terms of laying out positive things that can be 
done and setting a motivation amon^ the bankers, that we think 
that we can extend that to other cities, and we are looking at 
places like Chicago, Congressman Gutierrez, where we can next 
take the ^UD presence of pulling all ihe bankers to^^ether and 
without a whip or punitive threats, oring them together m the spir- 
it of saying what works and how can vou extend that as a first 

'.p. If that doesn't work, obviously, we nave additional powers. 
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Mr. CShairman, these kinds of steps r^ect our unflinching com- 
mitment to endine discriminatoiy lending practices. Tliey represent 
not the totality of our efforts but a determined beginning. Yet even 
our efforts, should they be thoroughly successful, should we fuljy 
achieve our eoal of eliminating lending discrimination, this would 
not be enou|^. 

Combating lending discrimination fits into a laiger context We 
must eiqmnd access to capital. We must expand access to home 
ownership if we are to build communities of opportunity. Because 
we want to increase the capital available for low ana moderate 
ownership, President Clinton is woridng actively to strengthen this 
enforcement of the act to better target the resources of uie banks, 
thrift institutions, and depository lenders. 

In support of the efforts to expand access to capital, we have de- 
veloped a comprehensive capital strate^ at HUD designed to le- 
verage billions of dollars of private capital and credit, some from 
nontraditional sources. For the first time in several decades, we at 
HUD are taking seriously our congressionally mandated oversight 
responsibility for the soA^lled government-sponsored enterprises. 
We have just pubUshed interim goal setting standards for Fannie 
Mae and Freddie Mac that they must achieve in affordable housing 
and central city purchases and require targeted mort|;age pur- 
chases. The goals call for both Fannie Mae and Freddie Mac to 
meet the 30 percent goal that the Congress set out as an eventual 
goal in 1994. 

We have also created a special targeted initiative to sell FHA 
single family foreclosed homes for low-income home ownership in 
central city areas, discounting the sales price of the properties, 
working through community organizations to find people who can 
be homeowners. Again, that has been very successfiil in particular 
markets. 

We are also exploring nontraditional sources of money, pension 
funds, and institutional endowment fiuids. You may know ot our ef- 
forts with the AFLr-CIO, which was approved by this subcommit- 
tee, to allow the use of vouchers so that multifamily properties can 
be made financially sound enough that pension resources can be 
invested. 

Thanks to the work of this subcommittee and the passage of this 
bill by the Congress, we now have $100 million worth of vouchers 
which will leverage 600 million dollars' worth of pension resources, 
financially responsible, fiduciarily sound, and another $500 million 
worth of private capital. So for $100 million, we get $1.2 billion 
back as a result of this type of effort 

We are working to broaden HUD's counseling programs. I cannot 
say enough to this subcommittee about what I nave discovered in 
the last months of the importance of community-based grassroots 
coimselin|;. In my meetings with community leaders, as well as 
with Chairman Greenspan, the theme of counseling to assist per- 
sons in the quest for home ownership is an absolutely critical one 
and we are asking for a virtual doubling of the amount of money 
available for counseling at HUD even in toug^i financial times. 

In all of these things, obviously, we need the help of understand- 
ing legislators such as the members of this subcommittee Ynnr 
help has been invaluable in moving some of our initial 
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forward and it will be invaluable in moving forward the Commu- 
nity Development Financial Institutions Act that was set up for 
community development bank and credit imions so that we can 
have in more places than just where Shorebank has operated in 
Chici^ that concept of community oriented banking. The Presi- 
dent teels strongly about it We need your help to pass it 

Mr. Chairman and members of the subcommittee, thank you for 
your understanding of these issues. You do have in the new team 
at HUD people who will work tirelessly to carry out your congres- 
sionally mandated mission, and we look forward to working with 
you. 

Thank you very much for giving me the opportunity to present 
our state of work as of this time. 

[The prepared statement of Secretary Cisneros can be found in 
the appencux.] 

Chairman Kennedy. Thank ^ou again, Mr. Secretary. 

We, as you stated at the beginning of your statement, are looking 
forward to working with RoMrta Achtenberg very much, and her 
reputation precedes her. We are excited about her as ^our choice 
and hope that she will continue the kind of leadership that you 
have demonstrated thus far. 

Mr. Secretary, I have two brief questions because I know we 
have other witnesses coming that have some time constraints as 
well, but I wondered if you could just address this. This sub- 
committee, as well as the mil committee, has strug^^led with the is- 
sues of Fannie and Freddie over the years in trying to get them 
held to the same conceptual standards of community reinvestment 
to which we hold other institutions. They have found methods of 
circumventing some of those standards in the past, and I wonder 
if you could just tell us a little more about what your thoughts are 
on how to encourage them to adopt underwriting policies that do 
not have a discriminatory impact Such policies harm so many 
more people than one bank's policy itself, so if you can expand on 
that a little, I would appreciate it. 

Secretary Cisneros. Mr. Chairman, you and the members of this 
subcommittee and the Congress did the American potential home- 
owner, and particularly the low-income central city homeowner a 
tremendous favor last year in passine the Oversight Act which 

S'ves HUD an oversight responsibility tor Fannie Mae and Freddie 
:ac. 

First of all, we now have a person who is responsible to oversee 
their financial soimdness, and some of you may have met Aida Al- 
varez, who is the new GSE oversight person at HUD. and you also 
p[ave us the responsibility to set goals and monitor those goals. So 
m our housing organization at HUD, we are hirine a person whose 
responsibiUty willbe to monitor the enforcement of the goals. 

Now, that opens up a dialog with Fannie Mae and Freddie Mac 
and it started with the publication of those goals, 30 percent re- 
quirement that they invest in affordable housing mortgages as well 
as central city mortgages, but more importantly even than the 
goals are the things that they are now acting upon. I am very 
optimistic. 

^ ''^umot tell you how powerful it is to have the secondary market 
inism, the securitization mechanism that can buy the mort- 
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mean that they dwold be exempt firom the same Idndk of standard 
that we are talking about for banks, md as I heard >tMi respond 
in part to Ms. Waters' statement^ for m orte ^ge banks as welL 

ll^hat I am tiying to get across is that 1 think and feel v«ry 
Strang^ that they oo^t to be hdd to the same kinds of standards. 
This sort of scattershot app r oa ch is no substitute for standardiied 
compBanoe with established criteria. I would also h<4>e that you 
could, in Uds new oversi^t capacity, begin to take a k>Qk at not 
lost their innovative programs, Int what th^ are doing across-the- 
board in 90 manv communities. I would ask you to look into the 
&ct that a small dedsion th^ make about the level of income a 
fiunihr has to have in order to be abfe to purchase a home, or their 
spendable income, or any one of a number of factors, can knodc out 
literal^ millions of potential black, brown, yellow, and poor white 
homeowners firom the opportunity of participating in the American 
dream. 

Secre tary Ceneros. Iffr. Chairman, your point is well taken, and 
we certainly, in our oversight re^xmsmilities, will look not only at 
the goals, wfaidi are very, veiy important, and, as you say, the in- 
novative p rogr am s, but how they ddRne "acceptability of mort- 
gages.* A few degrees one way or the other can alter whether or 
not people are eligible, you are absolutely right 

Chairman Kenhedy. listen, many other members are going to 
have questions, and we do have to get to other witnesses so I will 
turn it over. I just hope that Maxine does focus on the whole issue 
of the mortgage banks because I think that is one that is com- 
pletely withm your bailiwick and one where you can do an enor- 
mous amount of good. 

Secretary CismROS, As a matter of fact, Mr. Chairman, I have 
been invito to speak next Monday morning to the Mortgage Bank- 
ers Association in Chicago. It was not a speech I had expected to 
make because of scheduling and so forth, but I have concluded that 
taking this message to the thousands or members of the Mortgage 
Bankers Association is my job, and so I will be there Monday morn- 
ing taking your message to the Mortgage Bankers Association in 
Cmca^. 

Chairman Kennedy. Fantastic. light a rocket there, Henry. 

Joe KnoUenberg. 

Mr. Knolubnberg. Thank you, Mr. Chairman, and thank you, 
Secretary Cisneros, for being here, and welcome back. 

Secretary Cisneros. Yes, sir. 
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Mr. Knolubnberg. I know another priority of your Department 
happens to be the collection of data on the alle^d insurance redlin- 
ing. In fact, Congress will be dealing very quickly with Mr. Ken- 
nedy's bill, H.R. 1257. In a letter dated September 22 of this year 
from you to Chairman Gonzalez you expressed wholehearted sup- 
port for the antiredlining provisions of H.R. 1257. 

My question has to do with cost I know the CBO estimates are 
out on the cost to HUD, to the government, but I also want to dis- 
cuss with you or have you respond to the question about what will 
the cost be to industry. First of all, does HUD have the capacity 
to bear those costs; and, obviously, in the report that we have on 
the CBO, Title II estimates of cost^ they do give us some idea. Do 
you concur with those figures? 

You have obviously seen the figures. I know they are just 
released. 

Secretary Cisneros. No, sir, I reallv cannot speak to the question 
of what the costs to industry are or now the costs will be handled. 
I was asked to make a general statement of our support for the 
concept of involvement in insurance redlining and it is my under- 
standing that the bigger issues of what Department that will be 
placed in and committee jurisdiction and those questions are being 
resolved at a higher level than mine, the White House and the Ot- 
fice of Management and Budget. 

So I have not, beyond stating general support for the importance 
of acting on insurance redlining questions, been directly involved in 
it and therefore I cannot answer the specifics. 

Mr. Knollenberg. One of the concerns I have is I know there 
will be a cost obviously to the HUD operation, and those are costs 
that will be ultimately borne by your operation and, in fact, eventu- 
ally by the taxpayer. I am also concerned, though, about the cost 
to industry and it is over this idea of census tracts as the mode to 
collect that data versus ZIP Codes. 

The insurance industry uses and has used and, of course, it is 
very comfortable using it because it is a system that is in place, 
it is what they use to mail their correspondence, their premium no- 
tices, and so forth, they have used ZIP Codes for years. To change 
that to a census tract type svstem produces a tremendous amount 
of cost, cost that, frankly, I don't think anybody has yet evaluated. 

My concern is that, and I have stated it here before in this sub- 
committee, is that those costs will be borne by the industrv. Indus- 
try has a way of passine those costs on, obviously to its subscribers 
or consumers, and very likely that is what is goine to happen. 

So I have yet to get a figure on what that would be and I recog- 
nize that is not your area or arena of involvement but I am con- 
cerned about that and I wonder if there is anything you can share 
with us. 

Secretary Cisneros. Mr. Knollenberg, I am sorry I cannot, but 
however that sorts out, I hope that kind of issue does not in any 
way dissuade the committee irom effective action on this issue. 

I was recently in the Englewood neighborhood in Chicago, in the 

southern part of Chicago, and talked to people there on the streets 

who are not able to make renovations to their homes because they 

not get the loans, largely in part because the insurance compa- 
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nies bave w MkUa w u finoiii nei^hboihoods sodi as fliat and tihe 
bank win not loan monqr if diere is no insarance. 

In a eomfdex society, we may think of a financial service like in- 
snranee as a Imairy, but in met in the kind of sodety we Kve in 
it is as essential as the neii^hborhood groceiy store or fire inxAeo* 
tion <ff* any other basic that is an essential service and insurance 
&lls in thid cat^goiy . 

Enlightened insurance companies, I think, know that and are 
willing to work with us, bat, unlbrtunateW, c^o^ are just simp]|y 
iraJling oat of neii^iborfaoods. So the work that you are doinc[ in 
this arena is critiadly important. I hope the details of issues like 
census tracts versus ZIP Codes can be worked through. 

Mr. RiOLLENBERG. Do you have any personal opinion about (me 
versus the other? 

Secretary Cisneros. I do not. I have not studied that issue. I am 
not ducking it, I just do not know. 

Iffr. Knollenberg. Thank you veiy much. I will yield the bal- 
ance of any time bask tovou, Mr. Chairman. 

Chairman Knnedy. Tlbank you. Larry LaRocco. 

Mr. LaRocco. Mr. Secretaiy, thank you for your insightful testi- 
mony here. I will be brief. As lawmakers, I tnink we tend to like 
to make laws. My question to you is, do we need any more laws 
under this administration to achieve our goals here? You mention 
on pi^ 6 of vour writt^i testimony that you announced your prior- 
ities tor the first year on fair housing and fair lending and so forth, 
and that these rc^eulations are going to serve as a signpost to allow 
the industry to take voluntary actions and as a guide for Uie finan- 
cial regulatory agencies to use in their supervisory role. 

In other wonfe, riiould we let this acuninistration move ahead 
and not consider legislation? Do you have the authority you need 
to move forward with an aggressive 

Secretaiy Cisneros. Two particular areas. Continuing action by 
the Congress is appropriate. The President called for strengthening 
of the Community Reinvestment Act And I think that needs tp be 
done. Specifically, anything that allows the Community Reinvest- 
ment Act to be a results-oriented assessment as opposed to a 
process-oriented assessment is a very important thing. 

I had the opportunity in recent years to serve as vice president 
of the Federal Reserve Bank in Dallas, the Dallas bank, and I was 
always dismayed banks regarded themselves as successful on the 
CRA when they had held some community seminars or published 
a pamphlet and had a meeting. That counted as compliance with 
CRA instead of results orientation, had they made any loans. That 
is an important improvement you can make. 

Mr. LaRocco. Do we need to do that through legislation, Mr. 
Secretaiy? 

Secretary Cisneros. It is my understanding that the administra- 
tion's request under CRA would require strengthening. It would re- 
quire legislation. 

Finally what we have already discussed with respect to insur- 
ance redlining does require some legislation. These are two areas 
where I think the Congress can continue to advance the state-of- 
the-art 
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Mr. LaRocco. Your example of meeting with Washington bank- 
ers intrigued me. Obviouslv, Coneresswoman Waters read off a list 
that got my attention witn California banks and I am interested 
in knowinE[ more about that, but it would seem to me that your dis- 
cussions with Washington banks might broaden, as you mentioned, 
Chicago, and even perhaps California to do more jawboning to 
come up with best practices lists. Do you have plans to do that as 
an agenpy? 

Secretary Cisneros. Yes, sir. I have found over the years that 
sometimes just bringing people togeUier and sharing practices that 
work, it can take us a long way down the road. 

I was impressed with the cpnoup of bankers who came to our 
meeting at HUD from the Washington area following the Washing- 
ton Post article. 

Mr. LaRocco. Was it as bad as the Post had made it out to be? 

Secretary Cisneros. I think the circumstances are as bad — ^I 
think the Post article was accurate. I think the situation on the 
ground is about as bad as th^ said. 

The bankers had many soft rationales and reasons and so forth 
that they cited, some moderately persuasive, some not persuasive 
at all. But if we can raise the level of performance to the best ones, 
because their practices become the norm for the industry, we will 
have done something significant and I think we can do that with- 
out legislation or anything else. We just sort of jawbone them into 
a more responsive role. 

And, yes, I would be willing to take that concept to other commu- 
nities. We have to pick where we go next but it is our intention 
to do that. 

Mr. LaRocco. Well, you have a large task ahead of you, and I 
stand read^ to assist in that. My first choice is not to move quickly 
toward legislation but to give this administration an opportunity to 
work within the existing nramework of statutes that you have. And 
I take that approach in many areas of our government at this time, 
thinking that a desire to govern and to bring people together to 
work and bring out the best in the private sector is a good course. 
Of course, if we need to strengthen statutes or create new ones, 
then where we see discrimination and imfair practices then we 
should move ahead with all deliberate speed. 

If you have anything further there, Mr. Secretary. 

Secretary Cisneros. Just a note that indicates most of what I 
just described concerning CRA can be done through regulatory 
processes of the OCC and would not require legislation. So I mis- 
stated myself on the point regarding CRA. 

Mr. LaRocco. Thank you. Mr. Chairman, yield back. 

Chairman Kennedy. Thank you very much, Mr. LaRocco. Mr. 
Baker. 

Mr. Baker. Thank you, Mr. Chairman. 

(jood morning, Mr. Secretary. I want to ask a couple of questions 
about general policy direction from your imique perspective at 
HUD. 

If we were to put into place all of the reform measures you have 
outlined and we were actively in pursuit of the goals, what would 
ultimately be the result of a successful CRA initiative? Would it, 
^^ fact, be to have extensions of credit within a commimity reflect 
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generally the makeup of minorities and women in that community; 
or is it we idea of CRA within appropriate fiduciary financial regu- 
latory policies to extend as much as is practicable but to balance 
it against Uie other side of the regulatory fence, which is safety and 
soundness questions? 

Do we think if we put into place those reforms proposed by the 
President that we ultimately get to a credit mix that reflects those 
minoritsr participations and do we simply stop at regulated finan- 
cial institutions? 

We are talking about the sale of a product: Money. Money is sold 
by many people in America, whether you call it securities, whether 
you call it finance^ whether you call it a credit card insurer, wheth- 
er it is Sears selhng a credit card. What about a retailer who ex- 
tends credit on a 90-day basis to a person who makes installment 
loans for the purchase of bedding ana furniture? 

Should we not extend the same criteria, if the philosophy is well- 
founded, not simply to principal regulated financial institutions, 
since our fi[oal is to make sure that credit extension and sale of 
mon^ in this country is in fact blind to racial and minority Ques- 
tions? Should not, in logic, it be extended to that effect? And we 
then get into a very expensive regulatory process. 

I am making that rather facetious statement because I know that 
woidd not happen, to then really ask, what about the validity of 
the counterproposal the President has also offered and your famili- 
arity with the idea of community development banks, where we 
generate capital for a government-driven agency which seeks out 
the credit needs of minorities and women and others, whoever that 
might be, who may legitimately need access to credit, and would 
it rather not be advisable to have funding at a siepificant level 
made available for a commimity development banlc concept for 
inner cities and rural lending by allowing financial institutions to 
buy their way out? Pay a fee? 

As I understand it, the $400 million capitalization suggested now 
for community development banks, in my opinion, is only enoujgh 
nationwide to send people to jail, not to satisfy community rein- 
vestment requirements. Where if we were to assess all financial in- 
stitutions in the country an annual fee of some sort, relieve them 
of having to do the job which they have been accused of doing so 
miserably in the first place and in some cases without any degree 
of success as outlined by earlier witnesses this morning, we might 
achieve two purposes. 

One. we would allow institutions to operate on a financially for- 
profit basis and yet allow them to capitalize a government program 
which would ensure access to credit would be available to those 
who really need it but may not be able to meet the credit standards 
as now applied by the ti^tened regulatory world. 

We have two conflicting paths which is forcine a not-for-profit 
policy into a for-profit financial system. I don't think it will ever 
work given the current direction or our motives. Can you comment? 

Secretary Cisneros. Mr. Baker, let me try to take the pieces of 
your question and try to address them as directly and concisely as 
I can. 

First, I have never heard in anv discussion — and let m» I 
speak here in some ways for myself because there is no | 
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ance on this issue — ^I have never heard in anv discussion that the 
goal somehow is to create an exact match l>etween banking re- 
sources and the application of the population as if somehow tliere 
was a ouota system for the dispensing of credit That is not the 
concept here. 

What is at work is to end discrimination. To end the situation 
that exists that the Federal Reserve Bank identified in Boston. Not 
some wild eyed advocacy group but the Federal Reserve Bank iden- 
t^ed as a 60 percent greater likelihood of discrimination when per- 
sons of color— African-Americans, Hispanics— go for credit 

It used very sophisticated testing mechanisms to determine that; 
testing mechanisms that send in a person of same occupation, same 
age, same background, same in every respect save one, that being 
color of skin and the first person goes in is told, yes, there are re- 
sources available for them with these credit characteristics. And 
the next person eoes in and is told they are not and the only dif- 
ference between tnem is the color of their skin. 

I think that is all we are seeking to do is make opportunity avail- 
able for people who are in essentiaily the same state of life. 

The Federal Reserve Bank showed people who have excellent 
credit were treated without discrimination and people who have 
horrible obvious credit problems did not get loans. But the people 
in the middle who, where judgment was required, that there was 
discrimination. 

So what I think we all strive for through these various strategies 
of CRA enforcement and HMDA data and community development 
banks and all the rest df it is to achieve something diat resembles 
access and opportunit}^. 

Now, as for your point that would this then extend this logically 
to other financial devices and instruments? I don't know what 
mig^t be the logical next step. I do know this, several years ago 
we didn't care much about access to bank credit; now we do. Now 
we are opening the question of access to insurance. But I would 
argue that that is perfectly legitimate because, as I said a moment 
ago, in a complex society where credit and finances govern so much 
of what we can achieve in life, it is not a luxury, it is a necessity. 

Now, if you are asking me, will this then necessarily extend to 
something else? I don't know what the march of social pro|^ess and 
time will determine, but I do know those that have been identified 
today, banking, mortgages, and insurance are critical to creating 
opportunity. 

Finally, would I favor something^ like banks being able to buy 
their way out of community development banks or CRA regula- 
tions? I personally would not, and I speak only for myself because 
I don't think we should create a system where people are allowed 
to turn their back on lareer social problems for a fee. I think we 
have to create a svstem where everyone accepts a responsibility for 
the pressing problems of the society, and these measures, I think, 
are a responsible measured moderate way of getting there; trving 
to save tne best features of our existing free enterprise banking 
system but introducing a measure of responsibility. 

Mr. Baker. I am out of time. 

Chairman Kennedy. Nydia Velazquez. 
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Ms. VElABtOKL. Thank you, Mr. CSiainiitti. and I just want la 
make two amnnants, Mr. Sacretaiy . 

I am so ^ad to liear that yon are annrnenting on tihe ftdmeas 
and Yalidity of ^^¥ testers, and also my other conown is about 
o v ersMit oCBoe, (SS. I want to commend yon for the appointmMit 
of Aiak Ahrarex hot I am also eonoemed we should provide tihe 
tools and resouroes that she needs to oompl|y with the legal man- 
date of that office. 

Thank yoOiMr. Chairman. 

Secretary Cbnebor, Thank you veiy mudi. I think she is going 
to have the tools that she needs. I tmnk she is satisfied she was 
aUe to get the stiffing and the budgeting that she needs to canv 
out the job. That is one-half of the job. That is the safety and 
soundness part of the job. The other half of the job HUD must do 
is to enforce the goals. That is in another part of the organization, 
l^law. 

I mii^t say we had a successful meeting with Fannie Mae last 
week to talk about specific initiatives, and I am hopeful that this 
is going to be a very successful relationship. Thank you. 

Chairman Kennedy. liGke Castle. 

Mr. Casti£. Mr. Chairman, may I submit an opening statement? 
I was not here in the banning. I apologize. 

Chairman Knnedy. Without objection, so ordered. 

Mr. Casti£. Mr. Secretary, I will just ask a general question. I 
hear constantly from bankers that the CRA is really a mess. It is 
in all our literature too and you are here for that reason to some 
d^nree and Uiey have tremendous problems with it 

Secretary Cisneros. What is that? 

Mr. Castle. The bankers say the CRA as it exists today is a 
mess. And I realize some of the other witnesses who are to testify 
later can answer this better, and the Federal bank resistors are 
trying to revise the regulations, but people in the banking commu- 
nity who I believe are acting in good faith, and that is always dis- 
putable I guess, but I believe they have done a good iob in the com- 
munity and they are trying to respond with you, tney are saying 
they are spending an inordinate amount of time on CRA paperwork 
and its procedures and process, and so forth, that it detracts from 
being able to make the loans or whatever. 

It seems to me maybe the Federal Government has gotten into 
something where we are better off without it as it currently exists 
and better with some sort of public persuasion or hiring some sort 
of advocate who would go in there and embarrass those who are 
not doing particularly well in investing in their communities. 

I have also heard from community groups that they are not to- 
tally satisfied with this. I don't know what the answer is, but your 
Department in particular deals with this in discrimination and 
problems and regulations like this in so many ways, and your back- 
ground is so great as an executive in trying to straighten these 
things out that I would hope the compliment would be to try to 
make these things work, not to expand the laws we have and ex- 
pand the regulations before, but make it work for the purpose 
which is the bottom line. ' ^ 

It is like a business that has great sales but has tre^^ndous 
overhead and the bottom line is there is not much profit 
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have the money goinp; out into the community we should and it is 
to some degree true m some of our housing programs. We get aw- 
fully tied up with the bureaucracy and the paperwork and we do 
not build houses for people and do not give them the opportunity. 

I know I am beating a dead horse to some degree with you be- 
cause I know you are coming from that same perspective, but I re- 
iterate while you are here in front of us and I nave the opportunity 
to say something. 

Secretary Cisneros. Thank you very much, Mr. Castle. I want 
to speak to the second sentence you uttered, and that is maybe we 
would be better off without it And I would just say that if we were 
to ever fall victim to that temptation to just say, well, this is some- 
how so complicated, therefore, we ought not do it, I think we would 
deny an awful lot of people the access to credit that they need. 
What effectively would happen is that banks would follow the 
course of least resistance and stay out of many markets that are 
a little more complex, and so I think what we have to do is fix 
CRA. 

Mr. Castle. May I interrupt? I mean, you are taking that out 
of context a Uttle bit. I said maybe we are better off without doing 
it that way; perhaps by having an advocacy system or something. 
I think we should look deeper at how we are doing it. If we have 
set up a system that is counterproductive or not as efficient and 
productive as it could be^ are we doing the right thine? 

Secretary Cisneros. I don't think we are doing uie right thing 
in the way it is operating now. I have watched it work as a mem- 
ber of the Federal Regional Bank Board, and the banks felt, first 
of all, completely tied in knots by the re|;uIations, the oversight, 
the duplication of Federal rec[ulators commg in. And really what 
they were graded on was did Uiey publish a pamphlet. Not whether 
they made the loans but what is the nature of the process; did they 
have a pamphlet, have some meeting, do some presentations in the 
community. 

So I think the President is trying find a way to get to results and 
we all need to cooperate and see if we can find a way to get there. 

This is a magnificent coimtry and it sometimes goes at policy in 
fits and starts. It takes small steps. They are not exactlv right; we 
make another change and, as a result, we have created the greatest 
coimtiy on Earth, ^d I have to believe in this area of accessibility 
to credit and financial opportimities. This is a wonderful frontier 
of opportunity to create a new level of justice in the society; that 
we can do this without having to be overly oppressive on companies 
and so forth. 

And, frankly, I think that the mixture of things now in place can 
be made to work, between the GSA role, the GSE role, which deals 
with the securitization and secondary market problem, and ttie 
new kind of cooperation with banking institutions and so forth. We 
are on the ec^e of maybe something really big in terms of an explo- 
sion of opportunity in housing and community redevelopment and 
we have to just get there. 

Mr. Castle. I nope you are right, sir. Thank you. 

Chairman Kennedy. Let's see, who is next. Let me just figure 
this out. Elizabeth Furse. 

Ms. Furse. I have no questions. Thank you, Mr. Chairman. 
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Chairman Kennedy. OK Tom Barrett. 

Mr. Barrett. Thank you, Mr. Chairman. 

First of all, Mr. Secretary, I applaud your efforts in this area. I 
think you are truly brineing some leadership and some ag^essive 
leadership to bringing &mess into the lending community and 
specifically I applaud your efforts to move forth on the insurance 
issue, because I agree with you that the insurance issue is just part 
and parcel of this whole problem. 

When I look at the Community Reinvestment Act and I hear the 
same complaints from my lenders that this is a paperwork mon- 
strosity, I have empathy for them because I don't particularly like 
{paperwork myself. But if you look at the grades for most of the 
enders in my community, they all get very high grades. So if vou 
left a meeting of lenders or other lenders you would think when 
you were driving home you would have Leave it to Beaver house 
after Leave it to Beaver house, but that is not the case. There is 
alot of poverty. 

And so it just does not make sense to me that we have all this 
ipreat performance under the CRA, yet you look at the stark reali- 
ties of driving through the neighborhoods and that is not the case. 

Secretary Cisneros. I agree. 

Mr. Barrett. Specifically, are you talking about moving to a 
quota system for a number of loans or how ao we get out of that 
paperwork morass into what everyone agrees is the ultimate goal 
and that is having a better economic situation in these neighoor- 
hoods? 

Secretary Cisneros. I think it will take a combination of things. 
I think it will take the kind of community by community jawboning 
I have talked about to pull the bankers together to try to bring 
some peer pressure, bankers working with each other, open up to 
them the competitive opportimities that exist, and some of them 
see well enough that they can make money in these settings. 

Combine that with initiatives like the community development 
bank proposal which puts financial institutions in place where the 
banks fear and fail to go; enhance the role of institutions like 
Fannie and Fred^e, which are there to serve as a backup in the 
secondary market, purchasing mortgages once the banks have 
made them; and the net effect of all those things, I think, is our 
best hope. Combine this with active pressure from OCC and the 
other regulators under a strengthened Community Reinvestment 
Act. 

You put all those pieces in place and there ought to be enough 
incentive for people to be able to do the right thing. 

I was stunned in that Washington Post article with a banker in 
the Washington area who in describing why in the Bethesda 
branch they had nice carpets and chandeliered ceilings and wood- 
paneled offices with fern plants and so forth in the Bethesda 
branch but then in the southeast Washington branch had no car- 
pets and virtually government-issued furniture and so forth. When 
asked why the difrerence he said, well, we think people would be 
intimidated if they went into nice surroimdings because they woul'l 
not be used to them and they needed to have something that 
more like what they would be used to. Actually said tK^t %3^ ^ 
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pdrate rationale for the different treatment of different people in 
different neighborhoods and went public with that. 

Now, I confronted that bank with that assertion and they said 
that th^y had been misquoted, that that was not a real statement 
of their corporate policy. But it is that kind of insensitivity, either 
in statement or in actual fact, that they have done that needs to 
be addressed, in addition to all the things we can do legislatively 
and some of that we just have to do by hammering away at this 
problem relentlessly. 

Mr. Barrett. Thank you. Thank you, Mr. Chairman. 

Chairman Kennedy. Mr. Under. 

Mr. LiNDER. Mr. Secretary, is it your judgment that access to 
credit mortgages and insurance is a constitutional right? 

Secretary UISNEROS. Well, sir, I don't know whether I would put 
it in the category of a constitutional right, but in the pursuit of 
fairness, of justice, of happiness, which are constitutional ideals. In 
a modem society, access to financial credit is an essential neces- 
sity. It is a vital part of how our society functions, so it is pretty 
doggone close to what it takes to survive in American society. But 
whether I would call it a constitutional right or not, I am not sure, 
but people cannot very well survive without it. 

Mr. Ijnder. So you think it is pretty close to it. 

Secretary Cisneros. Yes, sir. 

Mr. Linder. Are you aware some of the information requested of 
insurance companies to determine whether there is redlining is, in 
some States, actually illegal for them to ask? 

Secretary Cisneros. No, I am not. 

Mr. Linder. Why did insurance companies withdraw from cer- 
tain areas? Is it out of spite or are they losing money? Why do Chi- 
cago insurance companies withdraw from certain areas? 

Secretary Cisneros. I think they make the judgment that the ac- 
tuarial risks exceed from what they can do from a business stand- 
point, and frequently they will analyze it on a neighborhood-by- 
nei^borhood basis instead of spreading the risk across the whole 
company. They will look at pront centers on a more focused basis. 

Mr. Linder. So it is a legitimate governmental interest to force 
them to make decisions they would not otherwise make for a for- 
profit basis? 

Chairman Kennedy. Would the gentleman yield on that point? 

Mr. Linder. Sure. 

Chairman Kennedy. It is not illegal for the government to re- 
quest information on race, if that is what your question is driving 
at, John, for the purposes of making a determination as to whether 
or not discrimination is taking place. 

Mr. Linder. In some States it is illegal for them to ask that 
question. 

Chairman Kennedy. I don't believe that is true, not for the gov- 
ernment to request the information for a governmental purpose. 

Mr. Linder. The point is, it is illegal for the company selling the 
insurance to ask some of these questions. 

Chairman Kennedy. Not if they are doing it for a governmental 
purpose. 

Mr. Linder. We will differ on that 
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Secretary CiSNEROS. There are many industries, Congressman, 
where the government does stipulate for the public good that what 
otherwise mic^t be done purely on efficiency and profit grounds 
oug^t to be ^ne different^ because there is a larger public good. 
The airlines, for example, race many safetv regulations which tli^y 
mig^t not ouierwise push to that extreme left unregulated on these 
questions because it is in the public good to do so. 

So there is a lone history of identifying areas where the public 
good is served and tne profit motive takes second place. 

Mr. LiNDER. I certainly agree and it is getting longer. 

Are you aware some of these areas insurance companies have 
withdrawn from insuring, they no longer have neighborhood gro- 
cery stores or movie theaters or drug stories or Wal-Marts? Are you 
aware of those things? 

Secretary Cisneros. Yes, sir. The very neighborhood I described 
a moment ago, the Endewood area, represented by Congressman 
Bobby L. Rush, which I walked through the same day, I learned 
insurance companies were withdrawing from that neighborhood. I 
also walked pass a Jewel supermarket which was about to close be- 
cause that groceiy chain was about to go out of business. 

Mr. LiNDER. Would it be a logical next step to mandate grocery 
stores and movie theaters disperse themselves through commu- 
nities based on government interests? 

Secretary Cisneros. In that case, other neighborhood entre- 
preneurs can more easilv move in ana create a mom and pop store 
so that the grocery product will be available to people. But insur- 
ance, beins the kind of product that it is, it is not likely that some 
other smau entrepreneur will be able to provide that service. We 
do that on a laree companv spread-the-risk basis. 

Mr. LiNDER. Isn't it a fact most of the people are withdrawing 
from some of these neighborhoods because the movie theaters ana 
grocery stores are not patronized by the people living there, and 
tne reason they don't patronize them is because of crime and the 
risk of crime to their own persons? 

Secretary Cisneros. I would say it is much more complex than 
that, and what you find is a vicious cycle of interwoven realities. 
They cannot get insurance or financing, therefore they cannot re- 
build or furnish a home. You have to have a mass of families stay- 
ing there and with consumer dollars to sustain those grocery stores 
and neighborhoods and so forth. These things all fit together, 
which makes my point about the importance of insurance and 
credit. 

Mr. LiNDER. Thank you. 

Chairman Kennedy. Maxine Waters. 

Ms. Waters. Thank you very much. Mr. Secretarv^ I would like 
to thank you for the time that you have spent with tnis subcommit- 
tee since your confirmation and for beine here today and for your 
interest in areas that have long been overlooked. 

I am very interested in rulemaking and you have identified that 
rulemaking to define discrimination is one of the areas that you 
will be actively involved in, and I think that is great because we 
have individuals who have come before this sm>committee who 
have indicated in one way or the other they did not know 
were discriminating. They did not know what to do ^bcsoSLi&(. 
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agencies that have not charged anyone with discrimination in their 
oversight responsibility, so perhaps this can help us. 

Now, one of the things that I nave learned idx>ut rulemaking in 
Federal Government is that unless you have individuals serving on 
the rulemaking panels, in some instances you are not going to get 
a good outcome. Do you know how the rulemaking procedure woncs 
and whether or not there are panels that we have to do something 
about, making them diverse or making them representative. Can 
you explain how this will be set up? 

Secretary Cisneros. At HUD we have traditionally, in writing 
regulations, brought many people together representing consumers, 
the industry, neighborhood organizations, and so forth, before we 
even draft regulations, and I will assure you when we draft regula- 
tions on this subject that we will cast a veiy wide net. And you can 
rest with comfort that diversity and inclusiveness will be the order 
of the day. 

The rulemaking process in the Federal Government is very com- 
plex. We write rules, they go through two or three clearances with- 
in the building to make sure they have covered every possible divi- 
sion we are responsible for, they g[o to the Office of Management 
and Budeet for an extensive clearing process that involves other 
Federal departments. 

It is a long time from wish to regulation, but we start with con- 
sultation very broadly, and I will assure you that will occur in this 
case. And if there is any particular person or interest or organiza- 
tion that you feel needs to be at the table or in the discussion, I 
would be happy to receive that. 

Ms. Waters. Thank you very much. 

Chairman Kennedy. Let's see, Albert Wynn. 

Mr. Wynn. Thank you, Mr. Chairman, and thank you, Mr. Sec- 
retary, for appearing. It seems to me that we are somewhat danc- 
ing around a central issue in the whole discussion of discrimination 
and it has been alluded to in somewhat hushed tones and kind of 
rejected. I am now not talking about quotas, but it seems we are 
in a contradictory situation. 

You stated that you believe discrimination exists, racial, ethnic 
discrimination exists, but yet we have not reallv talked about any 
concrete ways to address it, and this is not an abstraction. The fact 
of the matter that people, human beings discriminate, it seems to 
me there are two areas we need to discuss. 

One, how we can have more diversity at the loan officer level so 
that people in the community who know others in the community 
and know the community can be involved in the decisionmaking; 
and, two, whether we can actually see some results. And I am not 
necessarily calling for credit quotas, but actually see some more 
result-oriented lending. 

I would like you to comment on this, because I have had local 
hearings in my district and I have talked to a lot of people and the 
same comments are made. The loan officers are not from our com- 
munity; many times not from our State. They are making decisions 
about creditworthiness and they have no basis for relating to the 
commimities. The loan officers, the loan committees, the boards of 
directors do not reflect the diversity or the cultural makeup of this 
imunity. 
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How can we expect to get some fair lending to take place? I think 
that is a valid question and I would like to hear your comments 
on that as well as your thoughts about whether or not there ought 
to be some proportionality with respect to the availability of credit 
in minority commimities. 

Secretai^ Cisneros. First of all, let me, if I may, respectfully 
take issue with the suggestion that the things we have put on the 
table here do not speak to the issue of discrimination, because I do 
believe that when we do things like issue new regulations redefined 
in specific ways that both bulking and government can act upon, 
which has not been done in 25 years, and pull bankers together to 
talk about access availability so that they can rise to a higher 
standard, while it may not be as, on the street, direct as I would 
like if I were at the local level, speaking fi*om a governmental agen- 
cy that deals with a whole country, it is the realm, the milieu, the 
tools we have to work with and we are moving forward. 

Mr. Wynn. And, forgive me, I did not intend to denigrate your 
efforts in any way. I wanted to draw a specific focus on it. 

Secretary Cisneros. But I do want to speak to the two specific 
things you have raised. 

First of all, I don't know how we can address the subject of the 
employment diversity of profitmaking companies that are not gov- 
ernmental institutions. Obviously, diversity is an important thing 
we can work for in government, but difficult to achieve in the pri- 
vate sector. 

Mr. Wynn. Ought that be a CRA consideration? 

Secretary Cisneros. In the same way, I would say this: If we 
focus on results, what banks will learn is that they can achieve re- 
sists by the nature of the hirin|^ that they do; that they are likely 
to achieve better results by havme persons firom the community in 
their branch institutions and so forth. And it will become a com- 
petitive realitr^ if we do this right; that they hire people, that they 
advertise, and so forth. 

Now, there are some ways that we can influence hirine in profit- 
making companies that do business with government. That we do, 
whether it is contractors who work with government agencies, and 
we encourage Joint ventures with minority companies and so forth 
as a matter of course. But I would argue that companies will soon 
see the wisdom of diversity in hiring if we put a focus on results, 
because that is the way they will be able to achieve results. 

I don't know that we can c;et any closer to stipulating what peo- 
ple's hiring would be. I think that is not a step we are willing to 
take at this time. 

As for the question of proportionality in the availability of credit, 
I tlunk I answered earlier in response to Mr. Baker that I have 
never heard in any discussion that the objective is some proportion- 
ality of credit that matches the population, because this is a pri- 
vate transaction that has to occur. 

It largely is about whether people are creditworthy. The very, 
very poorest of the population, wnich is, as we know, predomi- 
nantly African-American and Hispanic in this country is under 
most normal circumstances not going to be creditworthy, and there 
is no way to get it creditworthy, the very, veo* poorest of the * 
lation. So proportionality in some sense is not the epalVv«t%^ 
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What is the goal is fair access; that when people brine the same 
credit capabilities that they are not treated difrerently oecause of 
their color or anv other characteristic. 

Mr. Wynn. Mr. Secretary, I am going to take exception to vour 
comments on the ground that I assumed we were talking about 
those pneople who are creditworthy, and the discrimination we are 
discussing was not with respect to people who were not credit- 
worthy, regardless of their circumstance, but rather we were deal- 
ing with a population, a universe, if you will, of creditworthy 
people. ^ 

^d so I don't think it is fair to make the suggestion that the 
poorest of the i>eor should not be included in this discussion. It is 
the creditworthiness of the individual rather than their status or 
their culture or anything like that, and I don't think that was a 
fair statement on your part. 

Secretary Cisneros. Well, even on the issue of those who are 
creditworthy, I don't know that we can get to the point where we 
are talking about some measure of proportion. I don't know how 
you get to there. 

I mink what we have to do is just absolutely insist on access and 
then let the marketplace work, but, truthfully, the marketplace is 
not working today because there is not fairness and there is not ac- 
cess and there is not good information, and we have enough work 
to do on this agenda just to get to that equality of opportunity. So 
that would be my comment. 

It may not be what you would like to have heard but it is what 
I believe at this point. 

Mr. Wynn. Thank you. 

Chairman Kennedy. Thank you, Albert. 

Chairman Flake. 

Mr. Flake. Thank you, very much, Mr. Chairman. First of all, 
let me welcome you, Mr. Secretary, and commend you for the new 
initiatives program that we shared in at HUD last week, and I am 
certain working together we will be able to see some movement for- 
ward, movement that will allow us to see some progressive moves 
made not only within HUD, but for the betterment of the areas in 
which you have responsibility. 

Let me also indicate that I agree with your earlier statement 
that certainly we do not want to create a process in which banks 
have an opportimity to buy out. I think that gives us a ceiling. My 
primary concern is access to as much capital as possible. Once you 
set that ceiline you have, in effect, negated the possibility of their 
being able to feel obligation to go beyond whatever kind of ceiling 
we have already set. 

Secretary Cisneros. That is right. 

Mr. Flake. You also state it is important to set some responsible 
measure, processes which will allow banks to be able to participate 
in a wa]f that, again, gets as much capital as possible into those 
commimities. I hope that as we move forward and whatever bank- 
ing legislation that is moved that it does guarantee that. 

One of the reasons I put in my particular piece of legislation a 
mainstreamine approach was to try to make sure we set some 
means by which we could have measured responses and responsible 

4on on the parts of the banks, and one reason I put in a safe 
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harbor in that bill was to assure that community groups could sit 
with bankers and regulators up front so that regulators would not 
come in at different entities, or different individuals come in, make 
different determinations about what, in fact, is CRA worthy in 
terms of their analysis. 

So we are still looking at that, negotiating, and, hopefully, we 
will come out with some measure that will allow for a g^eat deal 
of involvement l^ community groups, but at the same time, gain 
the means by which we mainstream bank involvement in those 
communities. 

As I have discussed with you prior in other conversations, my 
concern is that we do not recreate model cities or a program that 
leaves people marginalized when that program has come to its con- 
clusion, but rather we do the best possible job of mainstreaming. 

I think you represent for us a very real hope and possibility for 
being able to turn communities around. Your actions thus far clear- 
ly speak to the fact that you are willing to move beyond just an- 
nouncements, to a level of action that is not only involved by the 
Department, but by you personally and taking those kinds of risks, 
from press releases, which we have had so many of since 1988 
when we talked about fair housing and the previous administration 
sent people all over the country to talk about it, and then we foimd 
no relief for those people who were burdened and were supposed 
to be relieved. 

We are tired of rhetoric, and I think you move us to a level of 
a new kind of response and I am happy about that. I think if we 
can move, Mr. Secretaiv, that 98 percent of those banks, if we can 
move a percentaee of them out or satisfactory into an outstanding 
category, we will have given to the communities of this Nation 
amounts of resources that have been, that are almost unimagina- 
ble. 

I think that with your cooperation and with the direction that 
you are going, working with Uene Ludwie and the other regulators 
that I have had opportunities to speak with, we do have an 
opportunity. 

I would nope that as you continue to move forward and we con- 
tinue to work together we will be able to see the change that is im- 
portant for America and just as we make arguments for the ration- 
ale for NAFTA, we will also make those arguments as you are 
doing, I think, very adequately, rationalizing how we resolve what 
I keep saying is a uiird world nation within our borders. 

I don't have any questions, but I certainly give you commenda- 
tions for what you have done so far. 

Secretary Cisneros. Thank you very much, Congressman. If I 
may, Mr. Chairman, one quick word of response, and that is, I real- 
ly ao hope that the committee has Uie opportunity at some point 
to meet Roberta Achtenbere. She is out of town today, but she real- 
ly has a handle on not only this approach to discrimination, but 
many of the other things that are her responsibilities at HUD. 

Second, quickly, what you describe as our agenda and what you 
are discussing here today will take on greater importance in our ef- 
forts to revitalize communities and he^) people in an era when the 
Fedend Government, with its own resources, must nece88ari^ 
less. 
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We have all just been tlirougfa a budget fieht and know how dif- 
ficult it was and I can tell you trom our standpoint it is devastating 
at HUD to deal with the caps and what they will mean for pro- 

Sams, but if we can find wavs to direct capital that now exists in 
e American system, in banking and mortgage resources and oth- 
ers to our communities to replace what we cannot do with govern- 
ment dollars, it really is critical. 

And at HUD, we can do a lot in this area. We can do an awfiil 
lot with not a lot of money, because you do not have to have a lot 
of staff and a lot of program to change the mood, to change the 
tone of what we require of banking systems, business^ and others 
who are today discriminating. We can make a big dinerence for a 
lot of people m America through these strategies that you are ex- 
ploring today. 

Chairman Kennedy. Mr. Secretary, we want to thank you very 
much for your comments and for coming and testifVing before the 
subcommittee today. As you pointed out, you can do a great deal 
without a lot of ^vemment dollars to simply enforce the law and 
get these institutions to make the loans that people can definitely 
pay back if given the opportunity to take them out fi*om the start 

So, we appreciate your spirit and we encourage you to stay dili- 
gent and vigorous in your pursuit of these issues. 

Thank you very much. 

Secrets^ Cisneros. Thank you very much. 

Chairman Kennedy. Thank you for joinine us. 

Our next panel— first of all, I want to thank Web Hubbell for 
being so patient. I know he has already missed an appointment to 
be here with us. Because there are also members of the panel that 
follows this that will have conflicts, what I will ask is that we com- 
bine the next two panels into one and reco|;nize that Mr. Hubbell 
is going to have to leave here in about 45 minutes. I also think Mr. 
Ludwig is going to have to leave us between 12:30 and quarter of 
1 o'clock, as well. 

We understand it, we appreciate — ^I do think it is very important 
we get a dynamic where the regulators demonstrate a willingness 
to work with the Justice Department, which has never happened, 
at least since I have been in the Congress, on banking matters, so 
I would very much appreciate if we could all join together. 

So, Web, if you could come up with the rest of the regulators, I 
think it would be very helpful if you could all join us together, 
please. 

Web Hubbell is our first witness. Mr. Hubbell is the Associate 
Attorney General for the U.S. Department of Justice. He oversees 
the work of civil rights, antitrust, environment, and natural re- 
sources divisions of that Department. Mr. Hubbell served as the 
mayor of Little Rock from 1979 to 1981. He also served as the 
Chief Justice of the Arkansas Supreme Court. He has been honored 
as one of the best lawyers in America over the course of the past 
4 years. 

Mr. Hubbell, we very much welcome you here this morning and 
we apologize again for the delays. I hope you understand there is 
not a lot you can do to cut off a Secretary or other Members of Con- 
gress, so 1 appreciate your understanding and those of us who have 

>Msn on these issues are very, very excited about your leadership 
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at the Department of Justice and your willingness to take on these 
issues pertaining to discrimination. 
Thank you very much for joining us. Please proceed. 

STATBBIBNT OF WEBSTER L. HUBBELL, ASSOCIATE ATTORNEY 
GENERAL, U.S. DEPARTMENT OF JUSTICE 

Mr. HUBBELL. Thank you, Mr. Chairman and members of the 
subcommittee. It is a pleasure to appear today with Secretaiy 
Cisneros and the bank regulators. I have submitted a formal testi- 
mony and I have a brief statement to make and would be happy 
to answer questions after the others. 

Chairman Kennedy. Terrific. Your statement will be included in 
the record. Without objection, so ordered. 

Mr. HUBBELL. I am gratenil for the opportunitv to describe for 
you the efforts of the Department of Justice to address racial dis- 
crimination in the mortgage lending industry. Recent reports aiid 
studies have highlighted the pervasiveness of racial discrimination 
in mortea^ lending. 

The denial of equal credit opportimity to minorities prevents in- 
dividuals from fulfilling their dreams of home ownership and 
abridges their ability to build a financial stake in our society. 

The Department of Justice is committed to working with Sec- 
retaiy Cisneros and others who have responsibilities in this area. 
The Department of Justice has authority to address the problem 
under the Fair Housing Act and the Equal Credit Opportimity Act 
Our Civil Rights Division has begun an intensive effort to attack 
this problem. 

The lessons we have learned thus far can be summarized as 
follows. 

One, mortgage lending discrimination on the basis of race can 
exist in spite of the fact that management of the lending institu- 
tions have adopted clear policies against discrimination. Branching, 
marketing, advertising, hiring, appraising, underwriting, and com- 
pensation schemes for loan originators all are relevant in an analy- 
sis of whether an institution is denying loans on the basis of race. 

TwOj statistical methods can reveal whether institutions that re- 
ject mmority applicants at higher rates than white applicants have 
discriminated on the basis of race, but the statistical analysis is ex- 
pensive and must include examination of large numbers of loan 
applications. 

Three, in the past the Federal regulatory agencies have failed to 
discover the t^pe of discrimination that we have found. However, 
we understand that the agencies are working to improve their ex- 
amination procedures. 

These conclusions stem from our analysis of the lending industry 
during the past 4 years. Our interest was first attracted by a series 
of articles published in the Atlanta Journal Constitution in 1988, 
contrasting the widespread disparities in the number of mortgage 
loans approved by certain lenders in white and black nei^ibor- 
hoods of Atlanta. 

We eventuallsr focused our investigation on Decatur Federal Sav- 
ings and Loan in Atlanta because of its size, poor record of loan 
origination in black nei^borhoods, and higher rejection rate ^ 
hmck applicants. We lUtimately filed a lawsuit otv €»«:^vas«^ 
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1992, and the Digtrict Court approved a consent decree that same 
day. 

Because the Decatur case involved an approach to uncovering 
discrimination that we think woiks, I would like to take just a 
minute to describe the factors we considered. 

Since its inception, Decatur Federal has onened 43 branch of- 
fices, and it plaoed all but one of these in nei^borhoods that were 
predominately white at the time. It defined its Community Rein- 
vestment Act service territory to exclude over 76 percent of the 
black population of Fulton County. Account executives were paid 
on a commission basis and it was to their advantage to target hig^- 
priced neighborhoods, eschewing builders and agents who were ac- 
tive in most black residential neighborhoods of the Atlanta areas. 

Few blacks were employed as account executives or in other key 
mortgage lending positions. Advertisinc^ was concentrated on the 
white community. The lender never advertised on black-oriented 
radio stations and rarely, if ever, in black-owned newspapers. As 
a result, some 97 percent of Decatur's loans were in msgority white 
areas. 

We also examined the treatment afforded to black persons who 
did applv for mortage loans. Decatur^s Home Mort|;age Loan Dis- 
closure Act statistics showed that it rejected approximately 41 per- 
cent of its black applicants, but only 15 percent of its white 
applicants. 

We used a statistical technique known as logit multiple regres- 
sion analysis to identify approximately 20 variables that best pre- 
dicted success of a loan applicant. Even after controlling for all fac- 
tors that the institution and the industry considered to be relevant, 
however, our statistical analysis revealed that the race of the appli- 
cant was a significant factor in determining whether or not Deca- 
tur would grant a loan. 

As we compared the files of white and black applicants closely, 
we saw that Decatur personnel at mansr different levels had coun- 
seled white applicants about their deficiencies and reworked their 
applications in order to help them qualify. The files of rejected 
black applicants did not reveal similar actions. 

The Decatur lawsuit was the first in-depth analysis of a lendinjg 
institution to determine whether its policies were racially discrimi- 
natory, but the characteristics of Decatur that started the inves- 
ti^tion are not measurably different from many other lending in- 
stitutions in the country. 

Within a month of our filine of the Decatur case, the Federal Re- 
serve Bank of Boston released a study of 131 banks in the Boston 
area which showed the higher rejection rates of blacks and His- 
panic applicants for home mortgages compared with white appli- 
cants could not be fully explained l^ differences in the qualifica- 
tions of the credit applicants. The HMDA data released in 1991 
and 1992 revealed disparities around the country similar to those 
seen in the Decatur case. 

In 1991, in November, we met with representatives of HUD, the 
Federal Reserve Board, the Comptroller of the Currency, the FDIC. 
the OTS, the National Credit Union Association, and the Federal 
Trade Commission. At this and subsequent meetings we explained 
in detail our approach to developing a pattern or practice of race 
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discrimination lawsuit against a large mortgage lender like 
Decatur. 

We explained that the traditional ty^s of investigations that our 
division nas conducted for many years in other civil rights areas in- 
volving the review of all components of an institution's operation 
over an extended period of time is appropriate for investigating the 
lendinE industry. We also emphasizea that the questions raisM by 
the HMDA raaal disparities cannot be answered by examining a 
small sampling of loan application files in attempting to evaluate 
disparate treatment Most lenders will have a ready explanation 
for every loan they make and reject 

A statistical analysis of a laree number of loan files is often the 
only way to establish whether the lender has engaged in a pattern 
or practice of disparate treatment. We have had an opportunity to 
review the new fair lending compliance examination procedures of 
several banking agencies and they clearly stress the need for a 
more thorough analysis than has been required in the past 

The Department of Justice in the future will rely on two methods 
to file lawsuits alle^ng a pattern or practice of mortgage discrimi- 
nation. First, we will pursue our independent authority under the 
Fair Housing Act and the Equal Credit Opportunity Act to initiate 
pattern or practice lending discrimination mvestigations as we did 
in Decatur. 

We have recently initiated two race discrimination investigations 
of large lenders hke Decatur that operate in large metropolitan 
areas with significant minority populations. We have also under 
way several lenders in other large metropolitan areas where we 
have also initiated investigations of several institutions that oper- 
ate in rural areas with laree minority populations. 

The second method for developing new cases is through referrals 
from the regulatory agencies. Late last year we received a referral 
arising from the Federal Reserve study of Boston. That investiga- 
tion is ongoine. The OCC has been particularly aggnressive. We re- 
cently received a pattern and practice race discrimination referral 
from the OCC that appears to have been well investigated and 
which is currently under review. 

We have also received from the OCC three other referrals involv- 
ing age and sex that we conclude could be best handled administra- 
tively. The Department of Justice commends the historic and now 
unprecedented efforts of Eugene Ludwig, Comptroller of the Cur- 
rency, to promote fair lending practices in the banking industry. 

We will focus our resources on bringing lending discrimination 
lawsuits that are likely to have the greatest impact on the indus- 
try, such as the Decatur case. The Decatur case has caused lenders 
to adopt voluntarily remedies contained in the decree. 

In closing, let me say we will continue to devote significant re- 
sources to wis important civil rights issue. We are deeply commit- 
ted to pureinfi[ considerations of race from lending practices. This 
effort will be difficult and the battle cannot be won without the co- 
operation of the agencies responsible for this area. We are eager to 
woriL with the agencies, HUD and this subcommittee to implement 
a concerted litigation effort Thank you. 

[The prepar^ statement of Mr. Hubbell can be found in the 
appendix.] 
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Chairman Kennedy. Thank you, very much, for your very impor- 
tant testimony. I shoidd say, Greneral, I don't think any smgle ac- 
tion sent a greater shiver up Uie spines of more bankers than the 
Decatur case. This, more than any CRA exam or study done by the 
Federal Government or conference held by the Fed has done more 
to spiMTy I thinky a renewed interest in compliance with existing 
law. 

So we want to encourage you to work with the fellas next to you 
to make sure that they deal with this dismal record that they have 
established over the course of the last dozen years or so in terms 
of working with the Department of Justice. So, thank you very 
much for coming here this morning. 

Gene Ludwig is the Comptroller of the Currency. He has been a 
fresh and new voice in the world of banking reflation. His ener- 
getic commitment to addressing lending discrimmation is welcome 
and long overdue. He has announced his intentions to use testers 
to enforce fair lending laws and has been at the forefront of efforts 
to improve the enforcement of the Community Reinvestment Act, 
while at the same time tryine to deal with the reasonable requests 
of bankers to get out from underneath burdensome paperwork. 

We very much welcome you here this morning, Gene, and thank 
you for being patient and I look forward to continuing to work with 
you. Please proceed. 

STATEMEN T OF E UGENE A. LUDWIG , COM PTROLLER, OFFICE 
OF THE COMPTROLLER OF THE CURRENCY 

Mr. LUDWiG. Thank you very much, Mr. Chairman, and members 
of the subcommittee. I welcome this opportunity to appear before 
you today to discuss the President's Commimity Reinvestment Act 
reform initiatives and fair lending. This administration is commit- 
ted to ensuring that the benefits of a safe and soimd banking sys- 
tem extend to all segments of society. That is to say, we are com- 
mitted to ridding the banking system of discrimination. 

There are no people I would rather have as allies in this effort 
than Henry Cisneros, Janet Reno, and Web Hubbell. Throu^ their 
words and actions, they have left no doubt of their resolve. I look 
forward to continued close and productive cooperation amone the 
Office of the Comptroller of the Currency, the Department of Hous- 
ing and Urban Development, ai)d the Justice Department. If we are 
to oe successful fightmg discrimination, it must be a team effort 
We all have the same goal. 

Before I turn to my statement this morning, I also want to note, 
Mr. Chairman, that in the fidit aepinst discrimination, the fight 
for fairness, there is no one I would rather work with than you. 
Your concern for the disadvantaged was evident long before you 
came to Coneress. Had it not been for your efforts, a number of 
winters would have been much colder for many people in New Eng- 
land than they were. Your service in the private sector as well as 
in government is an example to all of us. I look forward to a close 
ana productive working relationship with you and the other mem- 
bers of this subcommittee. 

Mr. Chairman, I have a detailed written statement, and, in the 
interest of time, I will submit that statement for the record and 
iss briefly a few of the most important points. 



Digitized by 



Google 



35 

Chairman Kennedy. Without objection^ so ordered. 

Mr. LUDWIG. Thank you. 

First, I want to describe where CRA reform stands. As you know, 
Mr. Chairman, President CUnton gave the four banking agencies a 
difficult job, to rethink the entire system of regulations through 
which we put CRA into effect He gave us a short deadline for get- 
ting the job done, the end of the year, and he gave us a clear objec- 
tive: To make CRA work. 

Meeting the challenge set by the President is not easy. The CRA 
has been a focus of controversy throughout the 15 years of its exist- 
ence. The current CRA process often Tacks credibility with both the 
bankin|^ industry and the commimities the act is intended to bene- 
fit. While the vast majority of banks receive satisfactory CRA rat- 
ings, community groups complain that many communities remain 
underserved because tne CRA evaluation process does not focus on 
actual lending, investments and services provided. At the same 
time, bankers complain the current implementation of the CRA 
which focuses on excessive burden relative to the benefits that the 
system produces, is unacceptable. We must reform how we admin- 
ister CRA so that our regulatory approach commands respect from 
all parties. We must restore integrity to the system so that every- 
one can have confidence in it. 

As a first step in restoring confidence, the banking regulators 
held a series of seven hearings around the coimtry to Usten to ideas 
on how the CRA could be reformed. We heard more than 250 wit- 
nesses, who submitted thousands of pages of testimony. OCC's staff 
is completing its review of this testimony. 

The preliminary results of our review are detailed in my written 
statement, but I want to note four points. 

One, many witnesses recognized that the CRA reform initiative 
is neither a giveaway program nor a cure-all for all the problems 
of distressed communities. Borrowers are expected to repay loans. 
Banks should and will make profits from the loans. 

Two. banking has become a highly diverse industry. The prob- 
lems that we are endeavoring to address are also diverse. We need 
to respect diversity. In revising CRA, we must recognize that small 
banks and large banks have different problems and different 
limitations. 

Three, most witnesses stressed the need to base CRA evaluations 
more on performance than we do now. However, most witnesses re- 
jected a formulaic approach that would rely on quotas and credit 
allocation. 

Four, many witnesses urged regulators not to adopt a safe harbor 
provision. Some witnesses noted that once we have a CRA compli- 
ance system with integrity, a system in which people can have con- 
fidence, a safe harbor provision would be superfluous. 

Mr. Chairman, or Ms. Chairwoman at this point, the Federal 
bank rogatory agencies are now translating the testimony from 
our hearines into specific reforms. We hope to meet the President's 
goal of publishing revised CRA regulations by the end of the year, 
we expect to develop a single interagency policy. And, we expect 
that poli^ to be sufficient to the need for reform; no fiurther legis- 
lation is hkely to be necessary. 
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Second, in addition to participatin|^ in the interagenq^ initiative 
to revise the CRA, the OCC is initiating several other efforts in the 
field of fair lending. We are revising the methods we use to conduct 
fair lending examinations so that we can detect and take action 
against lending discrimination. We will have a pilot "testers" pro- 
gram in the field early next year. And, we are establishing an ex- 
panded training and career program for examiners specializing in 
compliance programs. 

In closing, banks provide services that are indeed essential to the 
economic life of a community and to the welfare of individual 
homeowners, proprietors, ana entrepreneurs. One of my highest 
priorities during my first 6 months in ofiice has been ensuring that 
these services are made available to all segments of our society 
fairly and equally. This will remain a top priority during the re- 
mainder of my tenure as Comptroller of the Currency. 

Thank you again, Ms. Chairwoman. I look forward to working 
with you and answering any questions the subcommittee may have. 

Ms. Waters [presiding]. Thank you very much. 

Next we have Mr. Lawrence Lindsey. He is a member of the 
Board of Governors of the Federal Reserve System. Prior to becom- 
ing a member of the Board of Governors. Mr. Lindsey served at the 
Wnite House as a Special Assistant to the President for Policy De- 
velopment from 1990 to 1991 and as Associate Director for Domes- 
tic Economic Policy from 1989 to 1990. 

Governor Lindsey, it is a pleasure to have you here with us 
today. Please proceed with your testimony. 

STATEBfENT OF LAWRENCE B. LINDSEY, GOVERNOR, FEDERAL 
RESERVE BOARD OF GOVERNORS 

Mr. Lindsey. Thank you very much. Madam Chairwoman. In the 
interest of time, I would like my full testimony to be included in 
the record, and I will just make relatively brief oral remarks. 

Ms. Waters. Without objection same is ordered. 

Mr. Lindsey. I appreciate the opportunity to be here toda^ to 
discuss both the Commimity Reinvestment Act and the issue of^fair 
lending. I will start with the Commimity Reinvestment Act. 

The statute has become an extremely important part of the land- 
scape of financial institution supervision in recent years affecting 
the relationship between thousands of banks and thrift institutions 
and Uieir communities, particularly the low- and moderate-income 
nei|^borhoods in which th^ operate. 

While the total impact of^CRA is hard to measure, I believe that 
a fair assessment would have to conclude that particularly recently 
it has clearlv made many depository institutions more sensitive to 
the needs of their communities. Most importantly, I am convinced 
that thousands of loans worth billions of dollars have been made 
throufiiiout the country that would not have been made but for the 
CRA 

No one knows the overall level of lending that can be attributed 
to CRA Community groups who track lending agreements wiUi in- 
stitutions point to over $30 billion in commitments for new credit. 
One can be certain that the true impact of CRA has far exceeded 

«r numerical estimate derived strictly from the formal commit- 
ots. 
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It is also important to note that these results from CRA have 
been accomplished without a huge appropriation of government 
dollars and without legions of bureaucrats to administer the pro- 
gram. This is a significant and topical point as current as the re- 
cently announced campaign to reinvent government 

The CRA originally established a national goal and put consider- 
able power in Both supervisory agencies and the pubuc to enforce 
it. But the Congress counted on the unique economic needs and the 
interactions of concerned parties at the local, regional, as well as 
the national level to define the specifics of the CRA Program for 
each community. 

To my wav of thinking, that has been a considerable strength of 
the law and in any review of CRA I believe we must acluiowl- 
edge the value of uiis approach at the same time we search for 
imnrovements. 

On the other hand, the flexibility in the current CRA Program 
has come with a price. Bankers and many commimity groups alike 
complain that the standards are vague despite the efforts of the 
regulatory agencies over the years to define more specifically the 
various levels of performance used in our rating system. We are 
constantly faced with the questions about how much is enough, 
what loans get CRA credit and exactly what weight different cat- 
egories of loans will receive. 

Living with that uncertainty makes bankers nervous, community 
groups dissatisfied with their ability to hold institutions account- 
able and everyone involved concerned about assuring fair and con- 
sistent evaluations by the agencies. 

And, Mr. Chairman, believe me, no one would be happier than 
those in-my agency who are charged with the day-to-day enforce- 
ment of the law if we were going oy the book. It was in response 
to these concerns that the President asked the agencies to rethink 
their administration of this law. 

As you are aware, the Federal Reserve is presently working with 
the other agencies to carry out the President's initiative. Over the 
past 3 months the four of us have come to know each other quite 
well. We have traveled to seven cities aroimd the country. We have 
had the hearings. We have heard from literally himdreas of bank- 
ers, community groups, small business owners, and local residents 
in order to learn how we should improve the CRA process. We 
found out what is working and what is not working and what we 
need to consider to fix the program. 

I can tell you that many of the stories I have heard from bank- 
ers, small business owners, and commimity groups were very com- 
pelling. The stories, however, point up as many differences in the 
perspectives between the various groups as they do common con- 
cerns. In short, although there may be widespread agreement that 
CRA requires some major fixes there is very little agreement about 
the appropriate fix. I look forward to working with my colleagues 
nonetneless in coming up with an appropriate solution. 

The subcommittee has asked whether the statutory language will 
permit the necessary reforms. At this point, we are still working, 
and so it would be inappropriate and premature for me to comment 
directly. Nonetheless, we are working in the direction of makinfir 
changes that will conform with the current rule<& nn^Jci^xsiu^ 



Digitized by 



(^oogle 



38 

for legislation. If, however, legislation is needed in the future, I 
would be very happy to work with this subcommittee in crafting it. 

The subcommittee has also asked for information on the steps we 
have taken to assure compliance with fair lending laws. Let me 
first say no single consumer compliance issue is of more concern to 
the Board and to me personally than assuring the credit approval 
process is free of unfair bias. 

The Federal Reserve has developed a coordinated approach to 
this issue which involves an examination process, an aggressive 
program to investigate consumer complaints, consumer and credi- 
tor educational programs, and research studies. 

The consumer compliance examination process, which we estab- 
lished as a separate part of our institution in 1977, targets approxi- 
mately 1,000 State member banks. Our cadre of examiners receive 
specialized training focused on the Equal Credit Opportunity and 
Fair Housing Act. Using a sample of actual loan applicants, exam- 
iners determine whether a bank's credit standards are, in fact, 
being applied uniformly among applicants. Inconsistencies in ap- 
plying these standards are followed up by further investigation. 

Finally, an overall analysis of the bank's treatment of applica- 
tions for minorities, women, and others protected by law is con- 
ducted to determine whether diere are any patterns or individual 
instances where such applicants were treated less favorably than 
other loan applicants. Examiners also regularly interview people 
knowledgeable about local needs and credit availability in minority 
and low- and moderate-income communities. 

Examiners also have access to specialized examination tools, 
such as our HMDA data analysis system. This allows for an analy- 
sis of an institution's lending data on the basis of geographic 
boundaries and salient demographic characteristics, including race 
and income. 

Recently the Federal Reserve System developed a computerized 
model that allows examiners to match minority and nonminority 

{^airs of applicants with similar credit characteristics but different 
oan outcomes for a more extensive review. I think this matched 
pairs approach is a major step forward, and I think it will help us 
quite a bit in the future. 

I would also point out, Mr. Chairman, we have been very active 
in education programs and working with banks around the country 
in order to develop more and better practices on their part. 

In conclusion, let me repeat I appreciate the opportunity to ap- 
pear before you today and I will be very happy to answer your 
questions. 

[The prepared statement of Mr. Lindsey can be found in the 
appendix.} 

Chairman Kennedy [presiding]. Thank you very much, Larry, we 
appreciate your testimony this morning. 

Our next witness is Andrew Hove, who is the current actine 
Chairman of the FDIC. Prior to joining the FDIC Mr. Hove served 
as chairman and chief executive officer of Minden Exchange Bank 
and Trust Co., in Nebraska. 

We want to thank you very much for coming this morning, Mr. 
e, and I just personally want to say it has been a pleasure to 
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woriL with you on many of the issues involving your agency. Thank 
you for coming. Please proceed. 
Your foil statement will be included for the record. 

STATEMENTOF ANDREW HOVE, ACTING CHAIRMAN, FEDERAL 
DEPOSIT INSURANCE CORPORATION 

Mr. Hove. Thank you, Mr. Chairman. It is a pleasure to be here. 
I appreciate the opportunity to appear before your subcommittee on 
plans for implementing the President's Community Reinvestment 
Act initiative and on enforcement of fair lendine laws. 

First, let me talk about the CRA initiative. When the President 
announced his CRA reform initiative on July 15, he called for an 
increase in lending to underserved communities and a need to 
streamline, clarify, and make the regulatory process more objective. 
A major focus of the reform is performance over process. 

As you know, the bank regulatory agencies recently completed a 
series of hearings around the Nation as part of the President's ini- 
tiative. I had the opportunity to participate in the majority of these 
hearings. I heard several of the same concerns expressed time and 
time again. 

Firs^ representatives from both financial institutions and the 
community stressed the need for more regular, consistent training 
for examiners. Many emressed preference for a core group of exam- 
iners who have an understanding of the complexity of community 
development transactions. Some called for increased joint efforts 
among the regulatory agencies, the banking industry, and commu- 
nity groups, to produce clear, concise, and complete guidelines for 
CRA examinations. 

The concern is that examiners and financial institution manage- 
ment know what is expected of them in the CRA process and the 
community representative be better able to understand and evalu- 
ate performance. In other words, witnesses called for better com- 
munication and accountability. 

Second, the participants expressed the need for re^latory agen- 
cies to increase their outreach efforts to the community and scruti- 
nize more closely relationships purportedly formed between finan- 
cial institutions and their community. Specifically, participants 
urged regulators to seek more input from community organizations 
during the CRA evaluation and to verify that an institution's rela- 
tionship with a community group is what the institution says it is. 

In onler for CRA to succeed, there must be a partnership be- 
tween the community and the financial institutions. These groups 
need one another to achieve their goals. It is obvious a financial in- 
stitution will not prosper over the long term unless it strives to 
meet its obli|;ations to the community it serves. At the same time, 
the community cannot prosper unless it understands all the re- 
sources available to provide uie services that it needs. 

So where do we go from here? The information gathered from the 
hearings is beine carefully considered. 

Certainly, if tiie community and lenders are the vehicles to spur 
the community in the economic development, tiien the regidatory 
agencies must be the fuel, so to speak, to help motivate both 
in the rig^t direction. 
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Our goal is to create more clear and objective standards to guide 
institutions in their CRA performance and allow community 

Soups, the public, and the regulatory agencies to better assess 
eir performance. To achieve this, CRA reform should include reg- 
ulations that are more definitive and clear; more objective exam- 
ination procedures; more informative CRA performance evaluations 
supporting assigned ratings; and better educational efforts to pro- 
vide more knomedp^eable examiners, financial institution manage- 
ment, and community members. 

Further, any evaluation standards should be uniformly applied 
by all agencies. We are mindful, however, that the objective per- 
formance standards must not be so rigid as to undermine an insti- 
tution's needs for flexibility to develop innovative ways to extend 
credit. 

Let me, then, turn briefly to the steps being taken in fair lending 
by the FDIC to ensure compliance with the fair lending laws. Dur- 
ing the past few years we nave concentrated our efforts on retool- 
ing compliance examinations and on establishing an effective out- 
reach program. We have established an examination staff dedicated 
solely to consumer compliance examination, a program which in- 
cludes examination of compliance with the fair lending laws. 

Our compliance examiners have been specially trained. They are 
providing comprehensive examination procedures which are re- 
viewed regularly and revised as needed to ensure effectiveness. 
Some examples of recent changes in examination procedures are 
outlined in my written testimony. 

In the area of outreach, we have moved toward creating policies 
and programs that will help the agency be more responsive to the 
public and the banking industiy. Efforts intended to bridge the gap 
between the financial institution, the regulator, and the commu- 
nity. It has resulted in the establishment of our Community Affairs 
Program in 1990, which is within our Office of Consumer Affairs. 
This program assists examiners in carrying out their fair lending 
enforcement responsibilities and in helping community groups and 
others participate in the fair lending and community development 
process. 

Earlier this year we established an internal fair lending working 
group comprised of senior level staff from around the country to ex- 
plore the ways to strengthen the enforcement of our fair lending 
laws. A number of those recommendations from the working group 
are already implemented and a decision by FDIC management on 
the others will be announced by mid-November. 

So, in conclusion, let me sav there still is unfinished business in 
the fair lending area and that certainly is an understatement. 
Much work still needs to be done before any of us will be satisfied 
the barriers to credit availability in this Nation have been 
overcome. 

The FDIC believes that strong and cooperative fair lending ac- 
tions by the banking industry, supervision by its regulators, and 
partnership efforts by community groups and individuals continue 
to be important. We will continue to work toward the full imple- 
mentation of the President's CRA initiatives and continue our ef- 
forts to diligently carry out CRA and fair lending policy. 
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Mr. Chairman, I appreciate the opportunity to be before you 
todav. 

rrhe prepared statement of Mr. Hove can be found in the 
appendix.] 

Chairman Kennedy. Thank you very much, Mr. Hove. 

Our last panelist on this panel is Jonathan Fiechter, who has 
been serving as the Acting Director of the Office of Thrift Super- 
vision since December 1992. In that capacity, he also served as a 
member of the FDIC, the Thrift Depositor Oversight Protection 
Board, and the Neig^boriiood Reinvestment Corporation. 

Mr. Fiechter loined OTS after 10 years at the Office of the 
Comptroller of the Currency, where he last served as the Deputy 
Comptroller. 

Mr. Fiediter, thank you very much for being here today. I would 
appreciate it if, in your testimony, you would address the whole 
issue Mr. Hubbell raised about Decatur. Obviously, that is one we 
are concerned about because Decatur actually got a satisfactory 
rating, I think, from your agency. 

So we would like to hear what your thoughts are on that. Thank 
you, and your entire statement will be submitted for the record. 

STATEBiENT OF JONATH AN L, FIECHTER, ACTING DIRECTOR, 
OFFICE OF THRIFT SUPERVISION 

Mr. Fiechter. Particularly pwen the needs of several panel 
members, I have sat here and tried to summarize my summary. 

Thank you, Mr. Chairman and members of the subcommittee, for 
inviting us to offer our views on President's Clinton's Community 
Reinvestment Act Reform Initiative and the OTS's fair lending ex- 
amination and enforcement efforts. Botfi subjects are in the fore- 
front of our supervisory activities and remain so. 

My written testimony discusses the President's CRA Reform Ini- 
tiative in some depth. In my time today, I would like to offer my 
impressions of the public hearings and discuss the challenges for 
us as we continue to move forward on this project. 

An impressive number of witnesses expressed a wide range of 
views in the seven public hearings. Many of the witnesses raised 
important issues and illustrated their points with examples from 
their own lives. They did so in a sincere and forthright manner and 
with strong conviction. The testimony offered a candid and often 
refreshing approach. Many took us to task for the way we as regu- 
lators go about fulfilling our CRA responsibilities. 

The witnesses presented different approaches to CRA reform that 
will need to be ironed out. There were also common themes. All of 
us want a credible CRA examination process that produces credible 
CRA ratings. All of us want CRA rating criteria that provide for 
a reliable measurement of performance. All of us want a system 
that focuses on results, the actual granting of credit, not on docu- 
mentation of the CRA process. All of us want more objectivity and 
consistency in the examination process. All of us want examiners 
that are well trained. 

Our challenge, the four of us, is to translate the thoughtful criti- 
cisms of the current system into a new svstem that works. This is 
not an easy task and our ultimate results may not ^V^sAib ^^«xs^- 
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body. Nonetheless, we are all committed to working together to 
meet the President's goal of a new, more effective CRA Program. 

There are solid opportunities to improve the CRA. Once finalized, 
we believe these improvements will provide the public and the in- 
dustry with a more objective CRA performance and evaluation 
process that will also reduce the paperwork. 

I would now like to turn to our fair lending examination and en- 
forcement efforts. Let me begin by clearly stating that discrimina- 
tion on a prohibitive basis has no place in our society. It is socially 
and economically destructive and unequivocally illegal. 

We firmly believe any instances of discrimination need to be 
dealt with swiftly and aggressively, and a central part of our super- 
visory mission is to ensure savings associations we regulate provide 
fair and consistent treatment under the law to loan applicants. 

Last winter we began an internal effort to carefully review our 
fair lending activities with a goal of improving our performance. 
We developed a three-part plan to get at lending discrimination in 
the thrift industry that involves improving the discrimination de- 
tection techniques used by our examiners, strengthening our en- 
forcement response by ensuring appropriate referrals under the 
Equal Credit Opportunity Act are made and formal enforcement ac- 
tions are taken to address noncompliance, and finally, working 
with the industry and other groups to create a heightened siense of 
awareness about discrimination through education as a means of 
preventing it. 

We recognize more needs to be done, but I believe we have al- 
ready taken significant strides toward improving our performance. 

Rather than continue, my written testimony spells out various 
initiatives we are undertaking in the fair lending and affordable 
housing area. I will attempt, Chairman Kennedy, to address your 
request that I respond to the Decatur Federal situation. 

You are correct, we had gone in and conducted an examination; 
and I believe that it was both our finding and that of the Justice 
Department that, for better or worse, we carried out our examina- 
tion according to the policies and procedures that were on our 
books and did not detect the kinds of problems that Justice found. 

It was not a case, unfortunately, in some respects, that our ex- 
amination staff themselves did not follow the policies we had in 
{>lace. Rather, the techniques that we had in place that they fol- 
owed were unable to detect the kinds of problems that the Justice 
Department identified. 

And as Mr. Hubbell pointed out, there was a significant commit- 
ment of resources by the Justice Department. I believe it was over 
$1 million and a lot went into that, really, landmark case. Unfortu- 
nately, I don't know that any of us have figured out a way to dupli- 
cate that type of effort on any type of national basis. They men- 
tioned there were another two cases they are now pursuing. 

The trick that I think we have — and we would welcome the op- 
portunity to work with Justice — is to see whether or not we can, 
as a practical matter, learn from the techniques that they used in 
Decatur to, on a more practicable basis, apply that to the 16,000 
utions that we all supervise. 
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Unfortunately, I would agree with the Justice Department testi- 
mony that Decatur probably is not unique in terms of its lending 
behavior. 

We have a challenge. I don't think we can spend upward of $1 
million per exam lookmg at this particular area. 

[The prepared statement of Mr. Fiechter can be found in the 
appendix.] 

Chairman Kennedy. I appreciate, very much, your comments, 
Mr. Fiechter. And I want to address my comments to the last point 
which you have made. 

You indicated the regulations as set up were adhered to by your 
agency and that the agency didn't find anything wrong with Deca- 
tiur^s performance; and yet, we have also understood that Decatur 
only opened branch offices in white areas. 

Now, I represent a district that is about 40 percent minority. 
That minority portion of my district is extremely poor; some of the 
poorest people in America live in that district. Vou can go into blue 
collar, white Boston and find more banks than you find fast food 
restaurants. You go into the black community, and you simply do 
not find them. It has gotten a little better because of many of tnese 
studies in recent years. 

Yet, the fundamental fact is that this does not take a eenius. You 
do not need to do a study. All you have to do is drive tnrough any 
community in this country. You go to the black community: There 
are no banks and no insurance companies. It should not take five 
guys, with degrees, a long time to figure it out. I mean it just 
should not. 

Black America is well aware of it; brown America is well aware 
of it. They do not need you to do your studies to defend banks and 
the Fed's case. It is easy for every Fed officer to go out and borrow 
money from the same agencies in the same banks that they 
regulate. 

And we do not have $1 million to spend, Mr. Hubbell, on each 
of these cases. I know that you are all committed. I don't think 
anybody overtly discriminates against others. It is a conflict in mo- 
tivation, and I don't think anybody tries to go in doing it But good- 
ness, eracious, fellows, first of all, look at yourselves, you are five 
white boys up there; and the fact is that in most of your agencies, 
there are not a lot of people of color working. 

My point is that if we are serious about avoiding the kinds of dif- 
ficulties we saw in Los Angeles, if we are serious about just adher- 
infi^it is not a question of the concept. 

The question was raised about constitutional rights earlier. 
There is not a constitutional right to credit, but there is a constitu- 
tional right to equality, and that includes not being denied credit 
because of the color of your skin. 

Now, my point is that, Larry, you can go wound the country and 
hold as many hearinra as you want— we know a lot about holding 
hearings up here. Holding hearings rarely brings change. You mve 
some bureaucratic words at the end of your statement about now 
difficult it is for everybody to agree and how difficult it will be to 
actually improve and deal with the regulations. We heard Henry 
Cisneros about how hard it is to get Federal ru.U« t3\»sv^s^« 
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Look, fellas, this is the day that you have to really change the 
way America works with regard to these big institutions and how 
they relate to working people, poor people, and people of color. And 
you can diddle around with this thing and either come up here and 

five a lot of bureaucratic words about why you cannot get there or 
ow difficult it is and all the rest of it; or else you can take this 
opportunity and really get something done. 

Gene, you and I have talked several times; and I get the feeling 
you want to get something done. 

I guess, I nope, Mr. Hubbell, given your background and given 
what your opportunity, uniquely, is in this city, that you can make 
a tremendous difference. You follow up on these cases with a num- 
ber of other instances. I will tell you, you throw a stake rig^t into 
the heart of these bankers and these insurance companies and 
everybody else, because all of a sudden it gets real personal, and 
that is the difference. 

It is not the $1 million that you spend. It is the ripple effect that 
that can have in loans that go out to every community across this 
country. And I could ask you 87 questions, but the reality is there 
has to be a commitment on your part to getting this job done. 

Maybe just in a sentence or two I would like to hear the five of 
you commit yourself to ending discrimination and to finding every 
opportunity uiat you can in your agencies to get that job done. 

Mr. Hubbell. 

Mr. Hubbell. Senator, our presence today 

Chairman Kennedy. Teddy would not be pleased. 

Mr. Hubbell. Mr. Chairman, you have the commitment of the 
Justice Department. We are, at present, not only keeping our com- 
mitment but increasing our effort to investigate tliese situations 
and to file those lawsuits. And you can be assured that we will pur- 
sue them and work with these enroups. 

We are already meeting with Gene and others to find ways to 
bring these lawsuits, because, I agree with you, nothing will do 
more for ending the discrimination than a few more Decatur 
lawsuits. 

Chairman Kennedy. Mr. Hubbell, Maxine Waters read these sta- 
tistics on the incredibly few loans that go to blacks from these huge 
institutions in California. 

What I am driving at here is that you can get a lot of lawyers 
to come tell you why that cannot happen or you can find somebodv 
that wants to change it, if you want to change it. And it will 
change. That is what I want to say to you. 

Gene. 

Mr. LuDWiG. I said in my confirmation hearing in the Senate 
that my top priority was ending discrimination in the nation^ 
banking system. And, I can assure you, Mr. Chairman, I will not 
leave office without having done that job. 

We have referred four cases since we started our program in 
midyear. In the entire prior history of the OCC, I am sorry to sa^, 
no other cases were referred, except arguably one case that was m 
the newspapers. We are aggressively going after discrimination. 

We will have testers on Uie street. We simply cannot put up with 
those statistics. They are laughable. You can be assured that you 
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have my total commitment to working in this area until the job is 
done. 

Chairman Kennedy. Mr. Lindsey, your agency continues to op- 
pose any notion of using testers. What are you going to do to 
change the way the Fed has reacted? You don't hire people of color 
in your agency? What are your going to do; change or what? 

Mr. LiNDSEY. Well, Congressman, I have brought some statistics 
vou may be interested in on that last point. Now I know you don't 
believe that just because we are white we cannot do a job-- — 

Chairman Kennedy. I say it is a coincidence everybody from the 
Fed that testifies here is white. 

Mr. LiNDSEY. I brought a distribution of our consumer affairs 
personnel. It turns out that 45 percent of our field examiners are 
white males, 45 percent; 16 percent are non white males; 28 percent 
are white females; and 10 percent are minority females. So 26 per- 
cent of our examiners are minorities. 

With regard to professionals who would be in the banks — since 
you asked the question, I am providing the statistics — 59.4 percent 
of our professionals are female; 27 percent are 

Chairman Kennedy. Well, sir, I appreciate the fact that vour 
field ofiices, where you are under the control of the civil rights laws 
of the country, has hired some minorities. 

My point, Larry, is not that. My point is that you have one 
woman at the Fed Board of Governors. 

Mr. LiNDSEY. Yes. Of the seven of us, that is correct. 

Chairman Kennedy. How many? 

Mr. LiNDSEY. Of seven of us. Susan Phillips. 

Chairman Kennedy. How many blacks? 

Mr. LiNDSEY. None. 

Chairman Kennedy. How many browns? 

Mr. LiNDSEY. We do not have any. 

Chairman Kennedy. How many yellows? 

Mr. LiNDSEY. Your point is taken. I didn't pick those people, as 
you know, the President did, and the Senate confirmed them. 

Chairman Kennedy. The point is, I am trying to point out how 
your ofiice operates — what I want to get at is whether you are get- 
ting at the root cause of the problem. 

"Hiere is information before me that would indicate that in the 
Fed agency, your own inspector general has found instances of offi- 
cials of the Fed borrowing fi^m their own banks, from the ones 
they are re|;ulating. 

You are looking at me like you are shocked. I can read you the 
story. It is in front of me. 

Mr. Baker. Mr. Chairman, I know you have an important line 
of questioning, but I am worried. A couple of our folks are going 
to have to leave in a minute, and if it is possible for us to engage 
in a couple of questions. 

Chairman Kbnnedy. That is a reasonable request, Mr. Baker. 
Let me just go to the next two and hear from Andrew and from 
Mr. Fiechter. 

Mr. Fiechter. Since the mike is here, Mr. Chairman, ^ 
my commitment. 
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I am sorry that Congnresswoman Waters is not here because I 
think that same study shows that the thrifts in California, in par- 
ticular south central LA, have done an outstanding job. 

But you have my commitment in terms of following throu|^ with 
respect to making certain that we do all we can to eliminate 
discrimination. 

Chairman Kennedy. The fact that somebody has done an out- 
standing job does not excuse the statistics that she cited. It is a 
strange reaction on your part 

But anyway, Mr. Hove. 

Mr. Hove. Mr. Chairman, you have my commitment that the 
FDIC is totally committed to ending discrimination in all of the in- 
stitutions that we examine. 

We have career examiners that are in compliance areas. We are 
enhancing that core of examiners and enhancing the training of all 
examiners to sensitize them for compliance for discrimination and 
all these things. 

Mv commitment to you is that the FDIC will continue to do ev- 
erything we can to end discrimination in any institutions we can. 

Chairman Kennedy. Great And it is not to just continue— be- 
cause the record in the past has been appalling— it is to change the 
way the agency has been dealing with this issue. 

Mr. Hove. Your point is well taken. 

Chairman Kennedy. Joe Knollenberg. 

Mr. Knollenberg. Thank you, Mr. Chairman. 

I wanted to thank Mr. Lindsey on the facts of the makeup of the 
Fed. At least you got to a certain point in the process, because I 
think that is helpful to this subcommittee. 

My question is really for the four regulators. And I will start 
with Mr. Lindsey, if you can we can get through this quickly. So 
be, if you will, as short as vou can possibly be with vour answers. 

Included in the materials is an explanation of the New York 
State Banking Department's CRA proposal. And I want to read 
this. It says, under the plan, CRA ratings would be based on a for- 
mula that compares a dollar amount of CRA related loans to total 
deposits. 

For example, to receive a satisfactory rating, a retail bank, under 
the new rules, would have to make CRA-related loans equal to 20 
to 30 percent of deposits. 

And then, second, and, accordinglv, to get an outstanding rating, 
the bank would have to make CRA-related loans totaling 30 per- 
cent or more of deposits. 

That kind of concerns me. I am concerned because we are setting 
some arbitrary standards, and it even suggests to me, we may be 
getting close to quotas. 

I am interested in whether you feel that this is the best approach 
to this problem and whether the government may be ignoring the 
kind of things that eo into the profile of a proper or standard risk 
or an acceptable risk, because there are such things as making a 
valid loan or a loan that can stand up to, of course, criteria, to the 
soundness and stability area. 

So I will get started with. Governor Lindsev, your view of that 
down the line. If I have time we will go to another question. 
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Mr. LiNDSEY. Mr. Knollenberg, you are asking a very important 
question. I think what we will probably come out wiUi will be a 
veiy afiSEpressive improvement in CRA, one along the lines that is 
desireopy the chairman and other members of the subcommittee. 
At the same time, we do want to, I think, steer clear of establishinc^ 
Quotas and credit allocation. It is a very difficult line to walk. I 
think we are going to do so successfully. 

But that is our goal, to tiv to achieve the goals that members of 
the subcommittee mentioned without having credit allocation. 

Mr. LUDWIG. I think Derrick Cephas, the superintendent of 
banks for the State of New York, did a fine job focusing on results. 
What I am not in agreement with him on is the setting of those 
specific numerical formulas. I agree with Governor lindsey, we will 
have a CRA that will be objective, results-oriented, and dramati- 
cally better than we have today, but we can do so while avoiding 
the formulas. Formulas give you a level result throughout the 
country or throughout a geographic area, and, given differing eco- 
nomic situations, you can have very much of a roller coaster effect 
In some areas, you may need much more credit than a formula 
would prescribe, and we want to see that credit made available. 

Mr. Hove. Mr. Knollenbere, I think Congressman Flake earlier 
commented, when he talked about the formula, not being good from 
a consumer standpoint either; that a formula then becomes a cap, 
if you will, rather than a goal. 

So I think from both tne standpoint of the lender and the com- 
munity group, formulas really do not work very well. But, again, 
I would applaud Derrick Cephas' effort in coming up with some 
very good points in his CRA proposal. 

Mr. FiECHTER. I would agree with my three colleagues, we want 
to get more objective results-oriented standards. But that approach 
of a numerical standard prdbably is not one that will work. 

Mr. Knollenberg. Thank you. 

If I have just a moment— I do, I think — since I joined this sub- 
committee back in January, I nave heard from many bankers 
throughout my district, which is the suburban area around Detroit, 
and they have ereat frustration in the CRA situation and the fact 
they can be subjected to different standards by the OCC or the 
PDIC. 

For example, the OCC may say one thing about a bank's per- 
formance, and then the FDIC comes along and issues a completely 
different guideline. If you can, in just a moment — ^we can start 
here — is there any way that, perhaps, the first agency that makes 
the demands of compliance would be the one we would adhere to, 
to avoid that kind of problem or the duplicity of management? 

It would seem to me the first regulator might have a better op- 
portunity to establish that and then the others would have to fol- 
low. Can we have some comments fi^m each of you? 

Chairman Kennedy. Joe, I think, in fairness, first of all, Mr. 
Ludwig and Mr. Hubbell both indicated that they have to leave, so 
if you would not mind restricting it to just one person, please, so 
I can mt on. 

Mr. KNOLLENBERG. I can pick anyone, can't I? 

Chairman Kennedy. Sure, you can. 

Mr. Knollenberg. Let's go to Governor Lindsey. 
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Mr. LiNDSEY. We are doing everything we can to avoid that I 
don't know if it will be first, but the reason the four of us are woriL- 
ing together is to, in large parL tackle the problem you just men- 
tionedT We are very concerned about it 

Mr. Knollenberg. Thank you, Mr. Chairman. 

Chairman Kennedy. If Mr. Hubbell and Mr. Ludwig both have 
to leave, we understand. If you want to take a question from Ms. 
Waters, who is next, that is fine. Whatever your schedules call for. 

Ms. Waters. No, please allow our guests to be excused, Mr. 
Chairman. They have been here for quite some time; and since 
th^ are new, we have time to evaluate them. We will see in time. 

Mr. LuDWiG. Thank you so much, Congresswoman. 

Ms. Waters. This time. 

Chairman Kennedy. Thank you. 

Mr. Ludwig and Mr. Hubbell, we look forward to working with 
you. Thank you very much for joining us this morning. 

Chairman Kennedy. Maxine. 

Ms. Waters. Mr. Chairman, I am not so sure I want to really 
continue to delve into the problems of fair lending. I think most of 
us can reasonably conclude that there is a serious problem, and 
that we have not had anyone from the regulating agencies come 
forward with verv many solutions in the past. And we hear fix>m 
everybody that they are eoing to try to do better, that tfiey will 
work together, and that they are going to do what it takes to get 
rid of this awesome discrimination and redlining. 

I guess we all agree there is a problem and that, despite what 
Mr. Ldndsey testified to about how well CRA has worked, there is 
a problem. The bankers say there is a problem. They say it is too 
much paperwork. And the community feels there is a serious prob- 
lem. And certainly if you heard the statistics, the data that I 
shared, we cannot nelp but conclude there is a serious problem. 

Let me just say this, Mr. Chairman, for all those who have want- 
ed to get rid of certain CRA regulations and who understand that 
the argument that the administration is making about results rath- 
er than actions that do not lead to results being eliminated, let me 
just say to you that that argument is only eoin^ to last so long 
after these new regulations and we remove what is now being de- 
scribed as the paperwork burden, and that there will not be any 
excuses for the banks to come back with the kind of results that 
we are seeing now. 

So I am hopeful that everybody understands that this is simply 
not something that we are going to support or we are |;oing to 
allow to happen without real results and once the regulations are 
such that the so-called paper burden is removed, then the onus is 
really upon you in the regulatory agencies to see to it that CRA is 
worlune and that the banks are not escaping their responsibility. 

Thaim you, Mr. Chairman. 

Chairman Kennedy. Thank you very much, Ms. Waters. 

Mr. Baker. 

Mr. Baker. Thank you, Mr. Chairman. 

I will direct this comment to Chairman Hove. I really wanted to 
address it to a couple other members of the panel, but you win. 

Much has been said about paperwork, conflicting r^;ulatory 
idards, and an effort underway to consolidate and make more 
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reasonable targets. What I find frustrating about CRA today is not 
that there are people who have as a bank policv that we are going 
to find ways not to lend to minorities; I find bankers who tiy to 
find a wsy to make a profit, if there is still a way to do it And 
if there is an extension of credit that will earn that bank a profit, 
th^ win engage in that activity if regulators do not tell them it 
is toorislgr. 

Tliat may be simplistic but I think that pretty well states it 

The problem is now if a person comes to a bank and says I want 
to do an asbestos abatement program in a school that happens to 
be in an all-white area, it does not qualify for CRA credit, even 
though it is being done for the public good of healUi and safety. If 
a farmer wants to put an oxidation pond in to treat daiiy cattle 
waste because environmental regulations require you to do so, and 
it is not a minority borrower, that does not work. 

I think there is a common ground that mig^t be reached in some 
of our reform efforts if those interested in minority extension of 
credit could work in a little broader parameter with those of us 
worried about lack of extension of credit in other needed areas. It 
is not just inner cities. It is rural lending. It is poor people. 

It does not matter who you are, it matters wnether you have col- 
lateral or not. And if you do not have collateral, it is hard to get 
a loan. 

I am not surprised manv of the banks are located where the 
money is. That is a radical concept People loan money to people 
who have money because they can make money. That is historically 
the way banks have tried to make a profit. Somehow we have to 
modify that policy to enhance opportunities for those who do not 
have it 

What is not generally recognized, however, is the extremes to 
which we already go to enforce a system which does not work. A 
small bank in rur^ America, I happen to know about, is subject 
to regulation l^ the Comptroller, uie FDIC, the Federal Reserve, 
HUD, testers from the Department of Justice, State regulators, and 
even the Department of Labor. 

I want to just read this to you to jp^et your response. Employment 
Standards Administration, Office of Federal Contract Compliance, 
the U.S. Department of Labor. Now, don't misunderstand. It does 
not mean this bank is a big Federal contractor. They do not have 
a b^ job to build a rocket somewhere. This bank comes under the 
subject requirement as a result of being a salesman of U.S. Savings 
Bonds. 

^our establishment located at — has been selected for a compli- 
ance review under Executive Order 11246, as amended, section 503 
of the Rehabilitation Act of 1973, as amended, and the Vietnam 
Era Veterans' Reactjustment Assistance Act of 1974, as amended, 
38 U.S.C. 4212 (formerly 2012) and the implementing regulations 
at 41 CFR chapter 60. In addition, the review will include examina- 
tion of your firm's compliance with the Federal Contractor Veter- 
ans' Employment Report, VETS-100, requirements (38 U.S.C. 
2012(d)) and the Employment Eli^bility Verification (1-9) Report 
requirements of the Immigration Reform and Control Coi '^ 

1986. 
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The compliance review will be conducted as described in the r^- 
ulations at 41 CFR part 60-60 which outlines the three phases of 
the process. These phases normalW include a desk audit, an on-site 
review and, where appropriate, ofF-site analysis. 

^or desk audit purposes, we request you submit a copy of your 
Executive Order Affirmative Action Program prepared in accord- 
ance with the requirements of 41 CFR 60-1.40 and 60-2.1 throucii 
2.15. A copy of your section 503/38 U.S.C. 4212 AAP(s) prepared m 
accordance with requirements of, respectivelv, parts 60-741 and 
60-250; and the support data specified in the enclosed itemized 
listing." 

Chairman Kennedy. Would the gentleman yield? 

Mr. Baicer. In just a minute. I am really on a roll here. 

**Owr desk audit of the AAPs and support data is designed to as- 
sist us in preparing the on-site review and, therefore, to reduce the 
amount of on-site time and level of effort required by your rep- 
resentatives and ours." 

Here is an important part of the letter. 

Tou should note, however, that 41 CFR 60-2.2 authorizes the 
initiation of enforcement proceedings if materials submitted for 
desk audit do not represent a reasonable effort to meet the require- 
ments of the regulations." 

I will skip, Mr. Chairman, a little of this and ^o to the three 
pages of addenda which you then are directed to— in a kind man- 
ner—to provide in preparation for the desk audit. 

^Utilization analysis prepared in accordance with 41 CFR 60- 
2.11G)) that shows specifically the formation of job groups consist- 
ent with criteria given in the introductory paragraph to 41 CFR 
60-2. llOi)); for eacn job group, a determination of minority and fe- 
male availability that considers the factors given in 41 CFR 60- 
2.11, and so forth; the identification of all job groups that are 
underutilized as defined in the introductory paragraph to 41 CFR 
60-2. 11(b)* copy of your Employer Information Report EEO-1; copy 
of your collective bargaining agreements, if applicable. 

^ote: It would expedite the desk audit if you include any other 
information you have already prepared that would assist us in un- 
derstanding your employee mobility and compensation systems. 

''A report of the results of your affirmative action goals for the 
preceding AAP year and, where applicable, of progress on your 
goals next for the current AAP year. See 41 CrR 60-1.40(c) and 
2.12. 

'"For the preceding AAP year, this report shall include informa- 
tion that reflects: Job group representation at the start of the AAP 
year; that is the total incumbents, total minority and total female 
incumbents; percentajg^ placement rates" 

It goes on and on. This is the Department of Labor, because this 
institution, which happens to be a $170 million bank in rural 
America, sells U.S. Saving Bonds. 

The funny part of this is that the person responsible to respond 

is a woman who was on maternity leave, and one of the issues is 

do you provide maternity leave for your emplovees. The bank could 

not make timely response because the employee for which this 

tncy so concerned was on maternity leave. And they are probably 

ig to get a critical response for their inability to respond timely 
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because the only person in the institution of this size happens to 
be out of the bank having a babv. 

Now, I am not one to say that corporate America is, in every 
case, responding to every credit need presented in a fair and objec- 
tive manner wnen a person is creditworthy. I will say when is 
enough enough? 

We are turning for-profit privately owned businesses into pub- 
licly operated check-cashing centers with drive-through windows 
wiuiout regard to whether you make a profit, and then this Con- 
finress complains when they lose money and we have to pay off 
depositors. 

Where is the common sense? When does it stop? 

And I have heard this morning for all of the protestations to the 
contrary, that you are committed to making it worse. Can we have 
one standard? One set of rules? One page? And if they discrimi- 
nate, I will join hands with my firiends ana go get them. 

Ms. Waters. If they discriminate? 

Mr. Baker. When uiey discriminate, we will go get them. I think 
it is time to put an end to that practice in .^erica, but is this 
going to do it? I am sorry. 

Thank you, Mr. Chairman. 

Mr. Hove. Let me respond to that, Mr. Baker, because I can re- 
late to that having spent 38 years in a bank a little smaller than 
that and 10 years as a CEO of that bank. I can appreciate the fiiis- 
tration that that banker has. 

What we as regulators are trying to do is consolidate some of 
that firustration that they have as far as we can with those several 
examinations that we have; that we don't duplicate the examina- 
tion; that we do not put any more burden than is necessary. One 
of the goals that we have with this CRA initiative, as has been 
mentioned here, is to eliminate some of the burden that you are 
talking about. 

I can relate to that burden. I dealt with it personally for a long 
time and I know the firustration that is out there with that banker 
and of other bankers. 

Mr. Baker. What did you do about lending discrimination in 
your hometown bank? You are obviously sensitive to it and aware 
of it and you did things as a competent, responsive, socially ac- 
countable individual. You didn't put up with that in your institu- 
tion and you would not allow your officers to do it. 

Did the Federal regulatory intervention make you behave in a re- 
sponsible manner? 

Mr. Hove. I think we responded because we wanted to. We re- 
sponded because it made good sense; because we could make good 
loans on a nondiscriminatory basis. 

Mr. Baker. Don't you think most bankers fit that mode? 

Mr. Hove. That is exactly right, and we want to encourage that 
ability, for bankers to make those loans that are there. I wiliagree, 
most bankers in this country want to do it and we want to make 
sure they do it and do it on a nondiscriminatory basis. 

Mr. Baker. Why don't we eo afl;er the offenders when we find 
them? Let's go afiier them ana not subject well-run institutions to 
regulatory requirements that cost money and don't change lending 
practices. Let's go after the bad guys. 
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Mr. Hove. We are attempting to make it easier for those bankers 
that vou are taOdng about so that they will not be subject to exces- 
sive Durdens. 

Chairman Kennedy. Gentleman's time has expired. 

Ms. Furse. 

Ms. Furse. No questions at this time, Mr. Chairman. 

Chairman Kennedy. Thank you, very much. 

I want to just go back very briefly to some of the statistics that 
Mr. lindsey gave us in terms of the Federal Reserve's hiring 
practices. 

There is no question, as this subcommittee has looked into it in 
the past, that in terms of the poorest paid employees that you have 
that you are doing a reasonable job of employing poor people and 
minorities. However, they all are concentrated in the lowest 10 per- 
cent of salaried employees, according to the statistics that have 
been made available to this subcommittee. There are no minorities 
in decisionmaking positions at the Federal Reserve. Since 1913, 
no person of color has been a president of the Open Market 
Committee. 

We have some statistics here that indicate that in the hidiest 10 
percent of paid employees, less than 20 percent, as I understand 
the statistics, overall are women, and of tfiat only a very tiny per- 
centage are minorities. And the same thing is true with men. The 
men are obviously a ver^ large number of the employees, but mi- 
nority men are infinitesimal. It hardly shows up on the graph in 
front of me. 

The point is not to play a numbers game in response to the con- 
cerns uiat the subcommittee is voicing. The point is tfiat there is 
a problem, and what we are not looking for are bureaucratic an- 
swers to problems that create an impression that the problem ei- 
ther is smaller than it is or that it is being solved, when it is not 
I continue to feel that the Fed's opposition to testers is key in 
terms of where the heart and soul of the Fed's response to this 
issue is. 

Your characterization, Mr. Lindsey, of trsdng to make certain 
that we were not trying to create numerical quotas, or that you are 
trying to protect against some kind of credit allocation, are the re- 
sponses that we have been hearing for years and they are very po- 
litical in nature. I understand exactlv what you are saying and we 
are just letting you know that the old times are past and that those 
kinds of responses are not going to get the job done. They just are 
not. And whether you get it because we are telling you or whether 
you get it because events overwhelm you, one way or another, 
things are going to change at the Federal Reserve, I believe, in 
terms of how you deal with these issues. 

Mr. Greenspan himself, in a hearing that I was present at, ad- 
mitted that there is a problem, but that is not what your reaction 
seems to be. So I am just trying to let you know that playing some 
numbers game witii me, because you have them in front of you and 
I don't have them in front of me, we can go back and get the staff 
to assemble them. Kweisi Mfume did a yeoman's job on exposing 
what the Fed's hiring practice has been. And if you want to drag 
" Ihat stuff out, we can do it. 
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will need to become educated on the special needs and opportuni- 
ties of Native American tribes. 

We are very, veiy fortunate to have a witness of such prestige 
here today, the vice president of the Navcgo Tribe. Mr. Plummer, 
is a person who can bring to us that special knowledge. His testi- 
mony speaks of the special needs and also speaks clearly, and I ap- 
preciate that, of answers and solutions. 

I think we are fortunate to have the benefit of Mr. Plummer^s 
wisdom. I thank him for coming the lone distance he has traveled 
and do want to assure him that all of nis testimony will be read 
and will be considered by all members of this subcommittee 
whether or not they are able to be present here today. 

I appreciate, Mr. Chairman, your inviting Mr. Plummer and 
thank him for coming. 

Chairman Kennedy. Thank vou. 

Mr. Plummer, please proceed. 

STATEMENT OF HON. MARSHALL PLUMMER, VICE PRESmENT, 
THE NAVAJO NATION 

Mr. Plummer. Mr. Chairman, I want to thank the subcommittee 
and yourself and also want to thank Concpresswoman Purse for 
having an interest in the affairs of Indian tribes across this Nation. 
I also would like to ask that the written statement be formally ac- 
cepted into the record, my written statement 

Chairman Kennedy, without objection, so ordered. 

Mr. Plummer. The discussions this morning and up to this point, 
have been black, white^ brown, yellow, not once did I hear red. It 
is most interesting to sit here before you to listen to people debate 
about what is fair and what is not, but I am hopeful that my com- 
ments today will be to educate the subcommittee about the special 
needs of Indian tribes and the factors that we have to deal with 
on a daily basis. 

We are glad that the Congress and the Clinton administration 
has taken a look at CRA. And for your information, Indian tribes 
are not aware of this particular act. The Navigo Nation only real- 
ized about a couple of years ago that there was such an act. 

Let me just eive you an example of what we have to deal with. 
I have a map nere. This is a map of our reservation. It extends 
from New Mexico, Arizona, and into Utah. About the size of West 
Virginia, 17 million square miles. West Virginia has 1,800 miles of 
paved roads. The Navcno Nation has 2,000 square miles. Across 
this big area, we have three banks. Three banks. In fact, the third 
bank is housed in a trailer. 

We also have tribal members driving as far or as lone as 4 hours 
to and from to deposit their money into banks. And I think this is 
just a very good example of what Indian reservations have to deal 
with. Ana, m course, part of that problem is our status; the fact 
that we have to deal with the U.S. Government on a govemment- 
tOHZOvemment basis; and that we are under the auspices of the 
U.S. Government, where our lands are held in trust. That hinders 
banks from coming in and doine business with Indian tribes, and 
a lot of them are not wantine to do business for that reason. 

They also are concerned about repossession in case there is a de- 
fault^ even though our Nation, tiie largest Indian tribe, has got re- 
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possession laws. We also have commercial codes to govern some of 
these things, and there is a fear that whatever investments or 
whatever is loaned to Indian persons, will never be recovered, and 
that is not the case. 

We also have an unemployment rate of approximately 50 per- 
cent, in most cases. The average income, approximate^ less or 
rig^t around $6,000 a year, far telow the national norm, and when 
we want to develop, we run into problems of people not wanting 
to lend money for development As a result, we end up coming to 
Congress, coming to the U.S. Government, saying, look, we need 
help to do certain things. And I think for those reasons it is really 
important that financial institutions become a necessity or it is a 
necessity to develop the private sector that we want to do. 

Through the use of the CRA, onlv this past year, when we filed 
a protest using the CRA with a bank that wanted to come onto the 
Navigo Reservation, Norwest, were we able to get them to become 
responsive to the needs that our Nation has. They talked about 
putting forth $60 million in loans over the next 10 years — ^we hope 
that happens— buildine new banks in various commimities, includ- 
ing ATM machines. We don't have those at the present time. We 
are hopeful that those promises will be kept. 

The economic circumstances and needs, the infrastructure defi- 
ciencies, the geographical and governmental isolation demand tiiat 
something be done. We need Help from here to correct the long- 
standing reluctance of banks to locate and work with Indian tribes; 
and we nave several recommendations. 

First, that Federal financial supervising agencies become aware 
of their Federal trust responsibility to Indian tribes and that they 
ciuny out that responsibility. Many times, when you talk of Indian 
tribes, eveiybody assumes that the Bureau of Indian Affairs is the 
only agency responsible. That is not the case. We have a treaty 
with the U.S. Government and that includes all facets, and I want 
this subcommittee to understand that. 

Second, all financial institutions be mandated to negotiate with 
the respective tribal government, not tribal members or commu- 
nities, because we are dealing on a govemment-to-govemment 
basis. 

Third, that there be an interstate banking exemption for our res- 
ervation in particular because of the fact that we do deal with 
three different States. 

Fourth, Federal financial supervisor agency heads and examiners 
must visit Indian reservations. We invite you to come to Indian res- 
ervations to see for yourself the conditions we live in. 

Fifth, that CRA implementation include a vastly expanded pro- 
gram of outreach to Indian country. We feel this is important. 

Sixth, that Federal financial supervisory agencies conduct a thor- 
ough study of banking practices in Indian country. And I would al- 
most believe today that in the amoimt of Indian tribes throughout 
this Nation there would be less than five banks, and that is amaz- 
ing. We have over 100-some-odd tribes. 

Seven, CRA documentation should not be reduced. We need their 
help. 

Ei|;ht, objective criteria should be established relative to CRA oh- 
ligations on Indian reservations. 



Digitized by 



Google 



56 

Ninth, enforce the law. We need enforcement in order for us to 
move forward. 

Tenth, that commitment made by banks be enforceable contrac- 
tual obligations. 

Eleventh, the U.S. Department of Justice step vp its efforts to 
look into possible civil rights and other violations. We definitely 
need the nelp of this subcommittee to address lendine, housing, 
and other matters throufi^ this particular act. We need help and 
we are lookinE to you to do so. 

I want to thank you for givine me this opportunity, but also to 
let you know that it is not only Navigo that is under this particular 
set of this predicaments but other Indian Nations are also experi- 
encing similar problems. 

Thank you, Mr. Chairman, and members of t^e subcommittee. 

[The prepared statement of Mr. Plummer can be found in the 
appendix.] 

Chairman Kennedy. Thank you, very much, Mr. Vice President. 

You say on page 3 of your testimony t^at lenders refuse to make 
loans on Navigo Reservations due to some mistaken notion about 
collateral on lands held in trust hv the Navajo Nation. Have you 
contacted any of the regulators — ^for instance, some of those who 
were lust here, and told t^em of your concerns? And if so, what 
was their response, and can our subcommittee help you in any 
way? 

Mr. Plummer. The contacts that have been made — ^t^e Navigo 
Nation was not aware of t^is particular act imtil about 2 years ago, 
and since t^at time we have begun to pursue addressing the mat- 
ter to the regulators and t^ere have been public hearings t^at were 
held throughout the Nation, one in Albuquerque, where we brought 
this matter to their attention. So they are now aware of our situa- 
tion at this point 

Chairman Kennedy. Well, I want to thank you for bringing these 
issues to the attention of t^e subcommittee. Your criticism is well 
taken in terms of my own comments indicating our concerns about 
blacks, browns, yellows, and I will now make every effort to make 
certain that I include American Indians as well. 

In any event,. I do very much appreciate your willingness to come 
such a great distance and to provide us with your testimony. You 
can rest assured that we will continue to pursue t^e issues that 
you have outlined this afternoon; and we will welcome you into an 
effort, an ongoing effort to tiy to make our banks ana our regu- 
lators more sensitive to t^e needs of all t^e people of our countoy. 
So thank you very much for your testimony today, and I look for- 
ward personally to working with you in t^e future. 

I also want to thank Elizabeth Furse for her efforts in bringing 
you before the subcommittee; it was excellent testimony. Elizabeth, 
do you have any questions t^at you want to pursue? 

Ms. Furse. Two shortquestions. 

Chairman Kennedy. That is fine. Go ahead. 

Ms. Furse. Mr. Vice President, you talk about outreach to the 
reservations. When you say t^at t^ere has been a lack of outreadi, 
is that a lack of the bank^ outreadi or has t^ere also been a lack 
^ government agencies making tiie correct outreach to you as the 
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trBial govemment? Do yoa see tiiis as both private and public 
fiuhife? 

Ifr. PuuiOfBS. Both. Both. Hie private sector, the banldnff insti- 
tutioiis, are afraid to come in beosiuse of the land status ttiat we 
do have. 

Now, as fiur as the governmental a^mdes are concerned, thcgr 
just do not want to deal with it at this point I think as Icmg as 
we b^gin, or continue to put pressure on, we are hopeful that sudi 
reqKmses will become evid^it 

Ms. FUBSB. May I ask you another Question that is sli|^tly off 
the testimony todeqr, but because this subcommittee also deals with 
this, I would like to ask you if you could comm^it 

We have been looking at the issue of redlining in insurance, and 
we have not had testimony from Indian tribes on diat issue. Is that 
an issue where you find insurance is also difficult for tribal mem- 
bers to obtain on reservations? 

Mr. Plubhicer. Veiy much so. We have a problem of segregation, 
I guess, in one instance. I will make that very broad: The fact that 
tmre are higher interest rates, sav, for automobile insurance in the 
Four Comers area, just because the Indian reservation is there. So 
it is a problem, and I think that needs to be addressed. 

Ms. FURS£. Is this something which the govemment — ^your gov- 
emment has had any opportunity to speak to tiie regulators, insur- 
ance regulators about? 

Mr. PlubibiIER. Not at this point, no. 

Ms. FuBSR. Well, I want to tiianln you so much for coming, and 
I so appreciate your presence here. It has been a great help, and 
I will certainly continue to follow diis issue. Thank you. 

Chairman Kennedy. Thank you, Ms. Purse. 

Ms. Waters, do you have any questions? 

Ms. Waters. No, no questions. I would like to diank you for com- 
ing. I know that the discrimination that you experience on reserva- 
tions is monumental; and as I listened to your testimony, I sat here 
and started to think about ways in which we should look at orga- 
nizing banks, for allowing the organization of banks on Indian res- 
ervations in ways that would serve the population. If die migor 
banks or the mainstream banks do not want to do it, maybe we 
need to look at ways by which Indian reservations can organize 
their banks so that tiiey can serve their people. I would be really 
interested in working with you on that. 

Thank you. 

Chairman Kennedy. Thank you. 

Mr. Plummer. We certainly need your help, and we are looking 
to you. Thanks a lot. 

Chairman Kennedy. Terrific. Thank you, Mr. Vice President. 
This panel is now excused. 

Our third panel — ^I think it is actually our fourth panel 

Ms. Waters. Excuse me. Before the Honorable Mr. Plummer 
leaves, I would like to draw their attention to community develop- 
ment bank legislation that is being proposed by the Clinton admin- 
istration. Would you pay attention to that and talk witii us about 
that? 

Mr. PlubibiIER. Yes, ma'am. 
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Chairman Kennedy. Thank you. Would the next panel please 
come forward— Allen Flshbeuiy Maudine Cooper, Catherine 
Bessanty John Taylor, and John Brown. 

Allen Fishbein is the general counsel for the Center for Commu- 
nity Change and directs a neighborhood revitalization project The 
CCC is a national technical assistance and advocacy organization 
that aids low-income and minority community-based organizations. 
Mr. Fishbein has more than 14 years' experience in aovisine local 
citizens groups that are concerned about the availability of loans 
and banfing services in their communities. As part of his work, he 
provided legal representation for the first successful challenges to 
a bank expansion application under the CRA. 

Thank you veiy much for testifying diis morning, Mr. Fishbein, 
and please proceed. 

STATEMENT OF ALLEN FISHBEIN, GENERAL COUNSEL, THE 
CENTER FOR COMMUNITY CHANGE 

Mr. Fishbein. Thank you, Mr. Chairman, it is a pleasure to be 
here this morning before diis subcommittee; and because of your 
leadership in this field — ^and tiie members of the subcommittee — 
I think this subcommittee has played an important role in trying 
to move the area of commimity remvestment and fair lending en- 
forcement forward. 

Chairman Kennedy. Thank you. 

Mr. Fishbein. Mr. Chairman, I want to submit some additional 
attachments that I brought with me into die record, in addition to 
my written testimony, if I can. 

Chairman Kennedy. Without objection, so ordered 

Mr. Fishbein. Thank you very much. I was asked to testify about 
our thoughts on the Clinton Commimity Reinvestment Reform pro- 
posal and on the status of fair lending enforcement. 

First, about the CRA reform initiative: We have been encoura^^ed 
firom the very outset President Clinton signaled he wanted to im- 
prove enforcement in this area, and we have been encouraged hy 
his words. Really, up until tiiis point, the strength of CRA, we be- 
lieve, has rested witn commimity organizations and with the public 
rather than with t^e formal regulatory process. 

We believe that the first step that the Clinton administration 
needed to take was to demonstrate a sincere commitment to enforc- 
ing this very important law. And we believe t^at they have been 
on the rig^t track. We were veiy encouraged wit^ the appointment 
of Mr. Ludwig as Comptroller of the Currenqr, and we think moves 
like that are nelping to restore t^e credibility of t^e formal regu- 
latoiy apparatus in this area. 

At the same time, I t^ink we have to acknowledge continuing 
problems with CRA, and we should not t^ink t^at the inadequacies 
of the past have been corrected. My organization did some research 
which seems to show that under tne period of time that the admin- 
istration has been in office, that actually there has been a great in- 
flation in this area of evaluation process; whereas we found with 
the Comptroller of the Currency, in t^e first 2 years of CRA ratings 
being piwlic, about 14 percent of national banks were receiving 
^asr^-ilian-satisfactoiy CRA ratings. Since January of this year. 
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rig^t vp through September, only 10.3 percent have been receiving 
less-ihan-satisfactoiy ratings. 

Similarly, for tiie FDIC. whereas in tiie first 2 years of public dis- 
closure, 9 percent of the banks supervised by that agency were re- 
ceiving less-than-satisfactory ratings, since January right up 
through September only 5.6 percent of State chartered nonmember 
institutions are receiving less-tiian-satisfactory ratings. Similar fig- 
ures for the OTS and die Fed. 

I raise this to suggest that that could be viewed in a positive 
way, that perhaps the banks are getting tiie message and more se- 
rious efiforts are under wa^. Or it can be viewed tiiat banks are 
kind of learning how to tailor their performance to what they be- 
lieve the regulators need, and we are starting to see tiie same kind 
of inflation in the grading svstem that we saw throughout the 
1980's; and I hope it is certainly not the latter. 

Second, the Federal Reserve Board is still die Federal Reserve 
Board. There have been recent requests made by communis 
groups and statewide coalitions that have sought to get public 
hearings on very important interstate banking applications by out- 
of-State, laree bank holding companies that were seeking to come 
into places like Nebraska and New Mexico onlv to have dieir re- 
quests summarily dismissed. So this seems to snow a certain busi- 
ness-as-usual attitude that is occurring. 

The third example I give you is that the Fed apparently is get- 
ting ready to release some new information that would be acces- 
sible to the public about tiie community reinvestment performance 
of the banks. It is called tiie HOMER System. To the best of my 
knowledge they have involved absolutely no public input into die 
design of that process thus far. Again, that is a disturbing sign that 
business as usual is continuing. 

Let me focus on the Clinton administration initiative. The ad- 
ministration — and I tJiink, as Mr. Ludwig indicated earlier — has 
chosen to concentrate on the CRA evaluation process. Now, while 
we think that is a very important focus and certainly important 

i>art of CRA, tliat reform of CRA has to be broader than just simply 
ooking at the evaluation process. And in my written testimony I 
laid out some areas in which we think reform is needed in CRA as 
well. 

First and foremost to that is expanded disclosure of information 
in the small business lending area, for example, which is similar. 
Madam Chairwoman, to legislation that you have introduced, as 
well as four ot^er recommendations in the field. We t^ink that all 
these must be addressed together. 

Now, the evaluation process that has been discussed b^ previous 
witnesses has focused initially on the use of formulas which I think 
have a certain appeal in trying to achieve more clarity in the eval- 
uation process; but we should be clear there are no quick fixes to 
what people perceive as being wrong wit^ CRA, and I t^ink we are 
veiy dubious about the use of formulas that are arrived at by 
Washington, especially imtil an adequate data base can be gen- 
erated to measure baseline performance of individual banks. 

Moreover, we fear that trie use of formulas would intensify the 
feeling which is already prevalent among many banks that CRA 
merely an obligation rather tJiian a recommeivd»l\^Tv \x^ tsl^SSi^Xi 
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ing to low- and moderate-income communities and minorities more 
an integral part of the business of tiieir banking practice. 

As an alternative, it has been sugeested diat die use of a CRA 
strat^c plan would be helpful, in wnich banks would have to as- 
sess local community needs, come up widi a plan which would in- 
clude loan goals; and that the regulators would evaluate their per- 
formance based on how well tiiey achieved tiie goals diat were set 
forth in their own plan. 

I think that has a certain advantage to it in that it would put 
the emphasis on banks having to address local community credit 
needs, which is where we believe the process really needs to begin; 
but our fear is it also puts a tremendous burden on community 
groups in the general public, and tiiat without some indicators to 
measure objective performance of institutions, banks can merety 
decide to do what uiey were going to do anyway, get tiiat ratified 
by regulators who are not qudified to do this, and, really— the ex- 
panded lending that Mr. Kennedy and osiers have been talking 
about would really not occur. 

In any event, we think diat the administration's timetable for re- 
form in this area is a very strict one, and we hope it does not be- 
come a straig^tjacket; and we really feel a transition period in 
order to implement the best aspects of these two proposals that I 
am talking about will be needed if we are to see the CRA enforce- 
ment process improve. 

Let me also briefly discuss die state of fair lending enforcement 
firom our perspective. As I said in my written testimony, we have 
been down so long in this area it all looks like it is up to me. By 
saying that we are seeing progress in this area, it would be hard 
not to achieve progress, because anything being done would rep- 
resent an improvement over the past 

We have testified before about the public's complete loss of con- 
fidence in the ability of t^e Federal regulatory apparatus to enforce 
the fair lending laws. Rather startlingy earlier t^is year t^ey con- 
ceded their own procedures t^ey have Deen using the past 15 vears 
were inadequate to find lending discrimination; and it was snown 
in the fact t^ey have not foimd substantive violations under the 
Fair Housing and Equal Credit Opportunity Acts. 

We certainly think t^e administration deserves credit for seeking 
to restore public confidence through t^e appointments of people 
like Gene Ludwig and Henry Cisneros ana Roberta Achtenberg, 
which we view as veiy positive steps in trying to correct what was 
broken firom before. 

But in the end, enforcement actions still speak louder than words 
and we are still awaitine evidence t^at the lenders who discrimi- 
nate will be prosecuted by t^e Federal Government to the fiillest 
extent of the law. And, quite fi*ankly, we have still not seen that 
occur. 

A recent study by ACORN demonstrated that lending discrimina- 
tion is not something t^at is going to disappear easily or merely 
because of good intentions. The study foimd that t^e percentage of 
applications by blacks for mortgage credit actually reduced, went 
down steadily, between the years 1990 and 1992; and referrals to 
tiie Department of Justice and HUD by the regulators have not in- 

yisea. And we hear rumors of tensions and firiction between the 
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agencies, wliidi certamly should not be the case in this area be- 
cause we thmk, given the tntk record of all these agencies, a more 
coordinated int erag en qr approadi is absohitelv crodaL 

So in dosii^ let me say that we fed the aoministration deserves 
mdse lor bringing a new attitude to CRA enforcement and fair 
lending enforcement, and certainly we have seen some very positive 
signs. But improving enforcement in both these areas will not be 
easy, given the culture that exists in these regulatoiy agendes tiiat 
is resistant to being active in this area. And we believe, lasL that 
diligent and rdentless oversi^^t fay this subcommittee is absoluteb^ 
essential and important ingredient to ^isure progress in these 
areas continues to occur. 

rHie prepared statement of Mr. Kshbein can be found in the 
appendix.] 

Ms. Waters [presidingl lliank you very much, Mr. Kshbein. I 
am appreciative that you have spent the time here awaiting your 
turn for testimony. Your testimony is important and the fact you 
have remained with us indicates your commitment and deter- 
mination. 

I would like next to call on Bfs. Maudine Cooper, currently the 
predd^it and diief executive officer of the Washington Urban 
League. Tlie Urban League is a nonprofit communis service orga- 
nization that provides direct services in a variety <» areas, indud- 
ing empfeym^it and training, youth and fomil^ services, and Inisi- 
ness and community development. 

Ms. Cooper has served as the director of the District of Columbia 
Office of Human Rights and was also appointed to head the Minor- 
ity Business Opportunity Commissicm for the District 

Ms. Cooper, I know you have important testimcmv, I am looking 
fonraord to hearing from you. And let me just add that Ms. Cooper 
is a friend that I nave known for a long time, and I am extremely 
proud of her work and the leadership she has provided. Welcome, 
and tliank you for coming today. 

STATEMENT OF MAUDINE R. COOPER, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, WASHINGTON URBAN LEAGUE 

Ms. Cooper. I will ask t^at my entire piece of testimony be sub- 
mitted for the record. I would also like, hopefully at t^e end of the 
Q&A period, to try to respond to some of the other things that I 
have heard today. I think, unfortunately, we are so hung up on the 
statistical reporting rather than viewing t^e ot^er end of this proc- 
ess, which is being a person who has been denied or harassed or 
made to feel as thou|^ they are perhaps not as important or not 
as worthy as some others in this whole credit process. 

We have a report that has been the basis of our study to show 
you what is going on in the District of Columbia, and I would sus- 

Krt that the District prebably reflects many of our communities, 
ving just returned from Atlanta and having heard from the Fed- 
eral Reserve Director down there about die Decatur lending situa- 
tion and, indeed, the legal actions diat followed it, I am sure had 
they done a stu^ like tnat in the District, we probably woidd ) 
found a bank veiy similar in many ways. 

There is an unpublished study entitled the ^District q^€ Cr 
Rnancial Institutions, Summary of li^ivd^xv^ Ks^inWiS ^ hcA 
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cial Emphasis on Underserved and Minority Populations." I was 
privy to the findings of diat study; and once it is completed and 
issued to the public, I will make sure this entire committee gets a 
copy of that. 

A couple of numbers that leaped out at me: In 1992, 7,157 loans 
were approved in tiie District of Columbia, totaling $249.6 million. 
Of this number, 43 percent of tiie loans were approved for minori- 
ties, including African-Americans, which amoimted to 27 percent of 
the dollars. 

Now, be mindful that the District of Columbia has a minority 
population of approximately 70 percent 

Also, we looked at t^e numbers from that study for the African- 
American loan applications alone. In 1990, African-Americans, who 
represented at t^at time 65.8 percent of the population, received 
only 39 percent of t^e total number of loans approved and 24 per- 
cent of the dollars. 

In the District, we do have a very, very serious problem with 
loan lending patterns and practices; and now as it begins to be 
brought up, if you will, in the climate of mergers and acquisitions, 
we are finding decisions are being made in other jurisdictions — 
whether Texas or the Carolinas or some other jurisdictions— by in- 
dividuals who have very little knowledge of what is going on here. 

For we are real pleased and proud when examples are found of 
the lending institutions saying, because I am not from here, we 
want to get involved with me commimity and indeed get to know 
you and what is going on in your commimity. 

In that same study, there was an analysis of lending by wards, 
and as you may know, the District is divided into eight wards. Ob- 
viously, for those who have been here for more than 15 minutes, 
you knows ward 3 is our affluent ward; wards 6, 7, 8, and some- 
times 5 and the others, do not receive the same degree of mortgage 
lendine acceptance as affluent ward 3. For example, the stud^ 
showed 23 percent of t^e loans were made to that ward while mi- 
norities in ward 5 accoimted for only 11 percent. 

Again, ward-by-ward analysis will show you even more defini- 
tively what is happening in this commimity — ^in our Nation's 
Capital. 

I see this intimidating light over here. 

There are a couple of recommendations at the end of our testi- 
mony we would like to point out and some things we would like 
to share with you. One is, as we look at the disparities, we need 
to be sure the community is involved. You don't have enough exam- 
iners, enough regulators, enough paper to really monitor what is 
going on with these banks. 

I was interested in what Congressman Baker was saying. We 
have no way of knowing how many individuals would pick up a 
phone and call a bank and be told we are not lending, we are lent 
out, or you cannot come in this week because, and they give you 
a reasonable 'Ibecause" at the time. We cannot capture t^em in any 
of this data because th^ sot turned awav at t^e very outset 

In addition, when we Took at the relationships between banks 
and the client community, the Urban League is proud to be part 

^a second-look program with the NationsBank; again, it has come 
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in and meif[ed with a number of our banks and is trying to be a 
good citizen. 

This is a new program, a pilot program. It is something 18 
Urban League affiliates from the State of Florida all the way up 
to, I believe, New York, are involved in. Since that has been pub- 
licized, a number of banks have come to us and said, we want to 
St involved with you in this program. Sometimes even a third may 
appropriate; but a lot or thing^ £oing on in our community 
banks do not capture in their statistical bases. 

For example, it was pointed out in a recent training session with 
NationsBank, poor people are often penalized when, in fact, they 
can juggle on a small amount of money a mortgage or even apart- 
ment rent, a host of children, a host of other negatives and activi- 
ties that would make most families dysfunctional. Rather than pe- 
nalizing these individuals, they oug^t to be given gold stars. 

In aofdition, sometimes banks look at how long you lived at your 

E resent residence. If someone has been shot in your backyard or a 
ullet hole has come through your window, you move a lot. You 
will move to commimities where diis does not happen. Moving 
around should not be viewed in all instances as a negative for cred- 
it ratings or creditworthiness. 

There are a number of things and issues in our communities that 
need to be explained, need to he imderstood, that do not fit or coin- 
cide with the rest of America. 

What we are finding here in Washington — I want to summarize 
quickly — ^is ttiat even with our own very progressive laws in the 
District of Columbia, the absence of strong monitoring, the failure 
or absence of sanctioning that can be imposed quickW does make 
the legal imposition diat appears in many of our bank regulations 
a joke. What we have to do is, as we look at the different regula- 
tions, propose changes in CRA — and as a former regulator, lean 
say to you the paperwork can be overbearing and buraensome. We 
have to make sure die commimity is involved, that nonprofits are 
involved throughout the system — people becoming the eyes and 
ears of tiie government regulators and that we, in fact, have more 
partnerships, more activities, and indeed more opportunities to 
work with the banks. 

Again, these are our community people we are talkin|; about. 

Again, I would like to respond during the Q&A session and talk 
about some experiences we in the Urbfui League are having in the 
Washington, DC community. Thank you. 

[The prepared statement of Ms. Cooper can be found in the 
appendix.] 

Ms. Waters. Thank you very much, Ms. Cooper. I, too, appre- 
ciate the time you have spent nere today, awaiting your turn for 
your testimony. I know you have a busy schedule. Too, this indi- 
cates your commitment to this whole issue. 

Ap^n thanks. And I will move on to Ms. Bessant 

Ms. Bessant is a senior vice president and director of community 
investment for NationsBank Corp. Ms. Bessant's responsibilities in- 
clude implementing t^e corporation's community investment poli^, 
including providing loan products and other services to markets 
that historically have had difficulty gaining access to financial 
institutions. 
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I would like to express my appreciation for your being with us 
today, Ms. Bessant Also, allow me to take diis opportunity to 
ihank you for being with us during Congressional Black Caucus 
Week, where you testified in one ofthe workshops that I chaired. 
Your testimony was quite good, and I was appreciative of the ef- 
forts that you described that NationsBank is making in this 
community. 

STATEMENT OF CATHERINE BESSANT, DIRECTOR, 
COMMUNITY INVESTMENT, NATIONSBANK 

Ms. Bessant. Thank you. I thought we had a veiy interesting 
session. 

I am Cat^y Bessant, community investment executive for 
NationsBank. I appreciate the opportunity to be here today and to 
share NationsBank's position on the Community Reinvestment Act. 

We are the fourth largest bank in the United States. We serve 
more than 660 communities from Baltimore, south to Miami, and 
west to El Paso. You mig^t or might not be surprised to know tJiat 
40 percent of our service areas meets the definition of an under- 
served market. So for my company, community-based lending is far 
more t^an the right thing to do. it is far more than some nebulous 
concept of good business. It is absolutely essential to our success 
as a company. 

Long-term commimit^ prosperity directly impacts our corporate 
prosperity. So we have implemented a community investment pro- 
gram with some very aggressive goals which, I might add, we are 
exceeding. 

Our chairman, Hudi McColl, has pledged that NationsBank will 
make a minimum of $10 billion in community development loans 
bv the end of the decade. In the first year of diis pledge, 
NationsBank loaned more t^an $2.2 billion for affordable housing, 
small business, and other community development projects. I am 
proud to say that we are on a pace to exceed even the ambitious 
$10 billion goal. 

Now, I don't intend to document our commimity lending accom- 
plishments to you today. Details are contained in our written sub- 
mission. Suffice it to say that we have changed our way of doing 
business over the last several years. Our efforts have been aggres- 
sive and thev have been varied, and we have tried to go beyond 
promises ana are producing results. 

Are we where we want or need to be? Absolutely not. Not yet 
anvway. But it remains our goal to be the leader in community de- 
velopment lending. 

I should stress to you t^at nobody — ^and certainly no regulation — 
compels us to make this effort. We do it because we see the poten- 
tial of this market and we want to act on evenr base opportunity 
we have got. It is highly ironic and enormously firustrating then 
that we find ourselves actuallv hampered by t^e CRA^ the very law 
that ou^t to be promoting tnis effort At the risk or preaching to 
the choir, I respectfully urge you and your colleagues to help us 
strene;then the CRA. 

Again, you may have heard my company's position on CRA re- 
form is not always popular in our industry. Some people say we 
hsvB ''sold out" or have given away important 'liargaining chips." 
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Therefore, I will be veiy clear: I speak again today onl^ for 
NationsBank. We advocate a stronger, more results-orientod Com- 
munity Reinvestment Act Our communities rightfully demand it 
and our desire to be effective necessitates it 

To be blunt as you all know, Uie CRA does not do what its fram- 
ers intended. Most people outside the banking industry — oerhaps 
some of the people that were earlier in diis room— think that the 
CRA encourages or tracks community lending results. In fact it is 
true, the law emphasizes process at the expense of results and ac- 
tually detracts from our community development efforts. Our regu- 
lators look more closelv at our documentation than they do at me 
amount of lending we do. 

Because of this orientation, banks with similar performance rat- 
ings can receive markedly different ratings depending upon a num- 
ber of different factors: It could be geography, the time of t^e year, 
a member of the examining team; or to tell you how it really feels, 
like the phases of the Moon. 

Tlie performance results themselves are dismally unclear. In 
fact, they are so fuzzy it is almost comical. 

How are we then supposed to know how we are being measured? 
How can our communities possibly know how we are doine? And 
how do we know who t^e bad guys are? Our communities oelieve 
that we should direct our actions based on community needs. We 
agree, but the state of t^e regulatory process is such t^at t^e regu- 
latoiy guidelines relate very tittle to extending credit; and that is 
exactly why I am here today. 

In a CIcA reform initiative, President Clinton asked the regu- 
lators to recommend changes to the way t^ey regulate. I have 
watched t^e regulators advance their mission. I have had a chance 
to have input into their process. I am encouraeed t^at the end re- 
sult will be significantly better enforcement ana interpretation. 

But the changes necessary to bring about full private sector par- 
ticipation in community development go beyond what t^e regu- 
lators themselves can ao. Congress must also act to enhance and, 
in some cases, dictate the actions of our regulators. The areas of 
potential reform are numerous, but I would like to focus on four 
specific recommendations diat we believe are most critical. All four 
dr them emphasize results over process and long-term solutions 
over short-term panacea. 

First, and most important we must set objective standards for 
CRA performance measurement, objective standards. These stand- 
ards should be both qualitative and ouantitative and should be set 
not only with t^e input of the banks out with t^e input of commu- 
nity advocates. I know t^ere are a lot of objections to this idea. You 
have heard many of t^em here today. But t^ese hurdles can and 
must be overcome, because we believe that objective standards are 
absolute^ critical to t^is process. 

For example, instead or defining that a certain process should be 
^ongoin^ like the law does now, define ''ongoing^ as ''four times a 
year." iSmple actjustments like t^at would make it perfectlv clear 
what level of activity is required for what level of rating. As part 
of this effort, again we encoura^^e the involvement of community 
advocates in the process of identifying how to measure and exai 
what is to be measured. 
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As for quantitative measures — and I believe these are veiv im- 
portant— ^rformance can be calculated. It truly can be calculated, 
using a variety of techniques that do factor in market dynamics or 
bank size. Specifically, community investment loans could be cal- 
culated as a percentage of capital or as a percentage of assets, or 
we could use comparative measures such as loan-to-deposit, loan 
growth, or loan penetration ratios. 

In short, we support standards t^at make room for qualitative 
and quantitative criteria tiiat include input from the community 
and that are fair to banks of all sizes. It absolutely can be done. 
Tbe recent New York State legislation on community lending is an 
excellent guidepost in this process. I am well convinced it is worth 
working toward consensus. 

Second, nonbank institutions that take deposits, receive govern- 
ment support or government contracts, should come imoer the 
CRA. The law was written to stop banks from ''redlining," but 
banks take less than half of community deposits today. Other insti- 
tutions — ^not covered by the CRA but receiving public benefit or 
taking local deposits— currently have no responsibility, or incen- 
tive, to lend in these communities. We would fiirther advocate 
making government and quasi-govemment agencies, such as 
Fannie Mae and Freddie Mac and tifie SBA, responsible and ac- 
countable for participating— truly participating— in community- 
based lending. 

niird, I would ask the subcommittee to look at clarifying the 
body of consumer legislation with respect to its consistency with 
communihr development objectives. There are several laws and reg- 
ulations that conflict with t^e intent of CRA and actually create 
barriers to effective programs. These include safety and soundness 
regulations, which penalize banks from making creative yet safe 
loans; the Equal Credit Opportunity Act itself, regulation B, which 
prohibits banks from collecting data which our communities want 
and which they believe we are hidin|; from them; and finally, the 
Home Morlf;age Disclosure Act, which fails to account for and 
thereby discourages creative housing lending. 

And finally, Madam Chairwoman, while reform of the Commu- 
nity Reinvestment Act does advance commimity development objec- 
tives, it is at best a short-term fix. To realize the full potential of 
the private sector, legislation at some point must contain incentives 
for community development activity. Incentives work. To see their 
power, we need look no further than the low-income housing tax 
credit. It alone has been responsible for the construction and ren- 
ovation of more than 500,000 housing units since its inception just 
6 years ago. 

Funding the Bank Enterprise Act, passing H.K 1700, would be 
other steps in t^e ri^t direction. 

In conclusion, at NationsBank we welcome high standards. Bring 
them on. We will exceed them, but we must know what they are. 

Thank you for the opportunity to be here. I look forward to your 
questions. 

[The prepared statement of Ms. Bessant can be found in the 
appendix.] 

Ms. Waters. Thank you veiy much, Ms. Bessant. I, too, am ap- 

n^dstive of the time you have spent here today and for the leader- 
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ship that NatioiisBaiik has given to community investment and 
lending. Tour full testimony, as well as Ms. Coopei's full testimony, 
will be inserted into the record. 

I shall move on to Mr. John Taylor. He is executive director of 
the National Community Reinvestm^it Coalition. NCRC is a coali- 
tion of over 355 national, re^onal, and local organizations involved 
in increasing access to credit hy low-income and minority people. 

It is a pleasure to have you with us, Mr. Taylor. Please proceed. 

STATEMENT OF JOHN TAYLOR, EXECUTIVE DIRECTOR, 
NATIONAL COBIMUNITr REINVESTMENT COALITION 

Mr. Taylor. Thank you. Madam Chairwoman. 

First off, I want to specifically thank you. I am glad Chairman 
Kennedy has returned as well, to thank the two of you specifically 
for your leadership in Con^ss and on the subcommittee on these 
issues. It has been something truly appreciated by some 355 mem- 
bers of our National Community iteinvestment Coalition. 

I would also like to, if diere is no objection, have my written com- 
ments submitted for the record. 

Chairman Kennedy [presiding]. Without objection, so ordered. 

Mr. Taylor. I want to mention we have 355 member organiza- 
tions. This coalition has members — they are all organizational 
members throu^out the United States, and, in fact, several of the 
people who testified today — are also active members. In fact, at the 
series of hearings which die regulatory agencies just conducted 
around the country, the National Community Reinvestment Coali- 
tion was successful in getting some 60 member organizations to 
testify at those hearin|^. 

I do want to also pomt out that sitting at the table here with me 
is a very active member of our coalition, Allen Fishbein, Chair of 
our Legislative/Reeulatoiy Committee, along with Morris Williams 
from Coalition of Neidiborhoods in Cincinnati; and dieir leadership 
within the Coalition has helped our membership and helped the co- 
alition as a whole devise tiie responses given in our written 
testimony. 

Recognizini^ the length of the hearing, I will try not to be repet- 
itive, but to nighlight a couple of quick points, and one point I 
would like to emphasize that I don't feel has been made strongly 
enough hy other speakers. 

First, on the r^nilatory revisions, we feel that absent increased 
disclosure, particvuarly as it relates to small business reporting, 
small farm reporting, in a manner that is useful to the public, to 
really ^t a strong understanding of tiie kind of lending that is 
hap^nmg in this arear— until tiiat happens, we are only getting a 
partial picture of the lending scenario. 

Second, we feel diat as tne recommendations go forward in the 
regulatoiy reform around CRA, t^ere must be some consideration 
given to the training tiiat these examiners go through. We have a 
few examiners who trul]^ understand what community economic de- 
velopment and community lending is about They use a very broad 
brush. In fact, one very Qwck anecdotal story. 

Last year before the FDIC, Chris Lewis and I made apresen- 
tation to some 60 examiners on community reinvestment This y 
a course for these examiners on commuxvvts t^vcvn^^Xxswvc^ 
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spoke for about an hour. In midstream, one woman held up her 
hand, one of these FDIC examiners, and said, "'What are these 
CRA challenges you keep talking about?* Chris Lewis and I looked 
at each other wsolutely flabbergasted that the examiners who 
were taking this advanced course in CRA examinations did not 
know what CRA challenges were. It told us we have a long way to 
go with the training of examiners. 

That is part of the problem, obviously. Better access to data. We 
must have that A number of people testified about that. Data is 
quite usefiil. We are seeing the work at ACORN, the Federal Re- 
serve, otfier organizations, the use they made or the home mort- 
gage disclosure data and how that has ariven the whole movement 
to respond to this issue and to— rather than exchanging anecdotal 
stories — ^I think enough has been said by other witnesses about the 
issue. 

We must emphasize in the reform performance over process. I 
think we have supplied in our statement testimony of ourselves 
and others. 

One quick point. That is that one real weakness of— we think, on 
the community level, to really move tiiis issue forward is for the 
judicial process, the judicial remedies to really be applied to this 
field. I cannot overestimate the impact of the Decatur Federal case, 
at least what we heard fi'om members when that case came down 
and all the bankers were concerned. Unfortunately, it has been one 
case. We obviously need to support the Justice Department and, for 
that matter, a lot of State attorneys general ofiices are getting in- 
terested in this aspect, to encourage uiem to go after the worst of- 
fenders and prosecute. 

An aside on that as well: In my testimony I point out, under the 
Fair Housing Act, the Secretaiy does have the jurisdiction to insti- 
tute what is called secretarial initiated complaints in this area. We 
hope that that is something that Secretary Cisneros will do. 

My final point, the main point I would like to make is that our 
experience as far as CRA being effective in this country is not that 
we mana|;ed to twist the arms of the regulators or supply all sorts 
of data through newspapers and others, that their consciousness 
has been raised, and all of a sudden they are turning around en- 
forcing these laws. We know that is not the case. 

It is not a reason to give up. We will continue to try to change 
things in that area. I applaud the subcommittee for their efforts in 
this area as well. 

The fact is, it has worked because of the action on the commu- 
nity level. Some $40 or $50 billion has been generated by chal- 
lenges driven l^ community organizations. Our recommendation 
that is in our testimony — Allen mentioned it, folks mentioned it — 
if there will be a reform of CRA, it must include structured input 
and involvement of community organizations fit)m defining the 
needs— no more lenders walking up, talking to the Cham^ of 
Commerce, the Boy Scouts, someone at city hall and saying, we 
have done a needs assessment. 

It must be meaningfully involved community organizations who 
can stand up and talk about what the real needs are. That is num- 
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Number two, we must have from the be^nning involvement from 
these same organizations on the community level, discussions and 
proposals as to what needs to be done to meet those needs. The 

}>roblem with the formula is that different neighborhoods have dUf- 
erent needs. What a number of organizations tell us is that— ^ere 
are a lot of housing programs, a lot of banks that get into afford- 
able housing; the State nas affordable housing needs must be lo- 
caltv determined. It is not to imply that issue has been settled. 

The fact is, a lot of bankers shy away from small business devel- 
opment Those need to be defined by the community. The commu- 
nity in the form of representatives, in the form of nonprofits, the 
rehgious community, must be present in the dialogue and planning 
process. That must oe something that is structurea in. 

I think if that happens regardless of who is sitting in the OCC, 
the White House, 3 years from now, regardless of wnether it con- 
tinues to be the fox guarding the hen house, if the community is 
structured into the process, bankers will no longer be asking what 
is it exactly you need. That can be clearly defined. 

Number 3, structuring it into the process will survive this prob- 
lem of not having regulatory agencies tJiat are responsive to this 
particular law. A^in, we shouldcontinue to work on them. 

I really applaud you, Mr. Chairman, other members of the sub- 
committee, for your efforts to tiy to really force that issue. But 
frankljr, we really need to structure in and support community- 
based initiatives to be a part of the process, the planning, the re- 
sponse, so that these lenders are truly responding to the very spe- 
cmc needs at the local level. 

Thank you very much. 

[The prepared statement of Mr. Taylor can be found in the 
appendix.] 

Chairman Kennedy. Our final witness is John Brown, director 
of Essential Information, Inc. Essential Information is a nonprofit 
consumer organization funded by Ralph Nader— does Ralph write 
a check for that these days? 

Mr. Brown. Only one of many functions. 

Chairman Kennedy. Mr. Brown has done extensive research in 
the banking area and recently released a computerized analysis of 
mortgage lending patterns in 14 cities that provides analysis of 
mortgage discrimination by mortgage bankers. 

I would like the subcommittee to know we invited a representa- 
tive of the Mortgage Bankers Association to testify, to respond to 
the study, but no one was available because of a national conven- 
tion. The Mortgage Bankers submitted a statement that will be in- 
cluded in the record. 

We want to thank you very much, Mr. Brown, for not only this 
stud;^ but your years of commitment to this issue. Thank you for 
commg. Please proceed for 5 minutes. 

STATEMENT OF JONATHAN BROWN, DIRECTOR, ESSENTIAL 
INFORMATION, INC. 

Mr. Brown. Thank you, Mr. Chairman, members of the sub- 
committee. I would like to request our study, which we have given 
to your staff, as well as the news release, ''Executive Summox^' 
be mcluded as part of the record. 
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Chairman Kennedy. Without objection. 

[The information referred to can be found in the appendix.] 

Mr. Brown. To the extent you have the ability to include color- 
coded maps. 

Our study — ^I see some of the color-coded maps are on display 
over there— our study looked at the mort^^age lending patterns in 
16 lar^ metropolitan areas we selected primarily because they had 
extensive minority areas. I think before I run through the results 
and findings of our study, I think it is important to emphasize the 
fair housing law. 

The Fair Housing Act itself prohibits a broad ranee of policies 
and practices that discriminate against minority neig^iborhoods. So 
the issues and the poUcies and practices which are subiect to re- 
view go— extend beyond simply the approval and denial of loans. 
They also involve actions done by lenders that may tend to discour- 
age applications, as well as even the exclusion of minority areas 
from a lender^s marketing policies. 

I think it is important to recognize the statutory basis for this 
broad view of redlining; that is, the Fair Housing Act by its lan- 
guai^e and terms prohibits policies that discriminate on the avail- 
abihty of credit. That is a very broad sweep. 

In conducting our study, we looked at the 20 largest lenders in 
terms of home mortgage originations in each of the 16 metro areas 
we selected. We were ranking the vendors by their volume of origi- 
nation activity primarily in 1991, to some extent in 1990. Afler we 
selected the lenders, we looked at the statistics and identified the 
lenders that had made relatively few loans in minority areas, and 
then we mapped them. 

As you can see from the charts, the — ^what we mapped was the 
lenders market share of total home purchase originations within 
each census tract, and it was our feeling that the market share ap- 
proach really was the best way to get a feel for the institution's 
marketing penetration at the neighborhood level. We reviewed the 
maps, whicn were in a computer system, and we identified particu- 
lar lenders where the map and their marketing pattern showed a 
pattern of exclusion of minority areas. 

You can see the map for — ^I cannot read it. It must be Sears 
Mortgage Corp., on the rig^t. The title is blocked out. 

The map shows in the minority areas of Los Angeles, which are 
identified by the diagonal overlay, the Sears Mortgage Corp., made 
virtually no loans. Its market snare was essentially zero in those 
areas, whereas in the western portion of Los Anjgeles County, its 
market share would rise to— in the neighborhooa of from 3 to 10 
percent of the market, or even above 10 percent in the areas with 
the darkest color. 

Based on reviewing the patterns of the lenders we scrutinized, 
the top 20 in the metro areas, a total of 320, we identified 69 which 
we referred to ''patterns of exclusion" or Vorst-case lending pat- 
terns." These were accounted for by 49 mortgage lenders. Ofthese 
62 patterns, independent mortgage companies and nonbank sub- 
sidiaries of bank holding companies accounted for roughly one-half 
ofthese patterns. 

I think that was a very important finding because it sup;ested 
HUD has a very large role to play in the area of fair lendmg en- 
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forcement. HUD is the agen^ with responsibility for fair lending 
enforcement vis-a-vis independent mortfi[afi;e companies as well as 
the nonbanks and subsidiaries of nonbank holding companies. 

A second m^jor finding of our studv was that m the majority of 
the worst-case patterns we identified, the principal cause for the 
ladL of lending in minority areas was a lack of receipt of applica- 
tions on the part of the tender. For the most part, these lenders 
that we identified were not denying an unusually high share of ap- 
plications for minoritjy areas, they simply were not receiving them. 

There were exceptions to that. There were a number of mstitu- 
tions which had a very high denial rate in minority areas. They 
tended to be depository institutions, whereas the mortgage compa- 
nies such as Sears Mortgage Corp., were generally the institutions 
that were not receiving applications. 

Mother finding of our study was that, on average, in minority 
areas there is a significant loan origination market. You cannot 
dismiss these maps and this data by saying, well, there really is 
no market, home purchase loan market in minority areas. The 
market is not as active as it is in white neighborhoods, but it is 
certainly a viable market. And the data slows, on average, that 
roughly-^the volume of activity is roughly one-half in minority 
areas as opposed to white areas, since we were mapping market 
share, the market share approach ac^usted for the differences in 
the level of market activity. 

I think in addition to ioentifying institutions which had excluded 
minority areas — ^let me back up and say that our basic finding was 
that if you recognize that there is a significant loan market in 
these areas, if you recognize the lenders exert a significant control 
over the receipt of applications, by marketing policies, particularly 
through their relations with real estate brokers; and if you also rec- 
ognize the fact that both home buyers and real estate brokers are 
not particularly interested in dealing with lenders unless the^ are 
interested in lending in minority areas, because the process is too 
uncertain— you put all that together, and our basic conclusion was 
that these patterns should be viewed as evidence of— that there is 
a discrimination in marketing policies by the lenders. They should 
be seen as presumptive evidence of violations. 

We askea for the Federal banking agencies to investigate the 
patterns. 

I would also say we made a series of recommendations which — 
and I can go into them if the chairman would like to pursue them. 

I guess my final comment would be that we also identified a 
number of institutions which we classified as affirmative lenders. 
There was — ^I guess it is not up there— do you have a map for 
Great Western in Los Angeles? I think if you see the juxtaposition 
of Sears Mortgage Corp., and Great Western, you can see that 
Great Western nas a veiv high market share in the minority areas 
of Los Angeles. And, in fact. Great Western makes very convincing 
the case that there is a market that can be served in these areas 
by large established mortgage lenders; and, in fact, every sinde 
loan Great Western made in the minority neighborhoods of Los An- 
geles was a conventional loan. 

So Great Western was creative in its reinvestment eflfo 
did not simpty rely on FHA-insured lending. 
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Chairman Kennedy. John, you obviously exceeded your 5 
minutes. 

I do have a couple of questions I want to address before we have 
to wrap iu> here. 

First of all, I apologize for having to step out for a couple of min- 
utes in the middle of some of your testimony. I apologize. 

I think that Mr. Brown made a very strong case for the need of 
some kind of reform of CRA, an expansion of CRA to mortgage 
bankers. Iknow I missed your testimony, but having heard a sum- 
mary of your testimony, Ms. Bessant, I wonder whether or not you 
feel that having CRA expand to mortgage bankers makes g^xxl 
sense? 

Ms. Bessant. Absolutely. There is a huge playing field of need 
out there and not enough players, to put it quite simply; and a lot 
of good reason that, without those players, the entire system 
doesn't work. 

Chairman Kennedy. I appreciate hearing that. We hope as we 
move toward legislation on this issue that we will continue to hear 
a strong response on that issue. 

I want to pose a slightly different question for a couple of mem- 
bers of the panel. We heard a lot of discussion about the commu- 
nity development bank leepslation. There is a sense — and I think 
all of us that are close to this issue have it— that the ability of reg- 
ulators to impose strong settlements on specific banks throughout 
the country is spotty at best; and in many cases, is almost non- 
existent. 

I wonder what the — ^what your thoughts might be if, for instance, 
you could establish perhaps a two-tier process, or two-pronged ap- 
proach is a better way to put it, where a bank might have the abil- 
ity to make investments in certain kinds of housinjg. small business 
loans, at the local level in cooperation with neignDorhood groups. 

Some banks, as we are all aware, do not have that as a business 
goal; and so, therefore, would there not be some wasr of asking reg- 
ulators to make a specific assessment on each bank in the country? 
That assessment would then be available to the bank under two 
separate auspices: First, they might be able to participate — ^let's as- 
sume you had a $10 billion bank. You might be able to make 100 
million dollars' worth of loans, for instance, within the geographic 
service area that you are talking about, that you are ncensed to 
serve. 

Or alternatively, let's assume you would put in $100 million as 
a direct contribution to a community development bank fimd. 

Allen, you can help me out with this. It you put $25 million in 
cash into tiie community development bank, that communitT^ devel- 
opment bank would then be obligated to loan it out to the local 
communitT^. After that, the CDB would issue $25 million in capital 
that could go to other kinds of institutions. In that way, the com- 
munity eroups would have the ability to influence the kmds of pro- 
grams that tne CDB would support. 

There could be concerns about whether or not you would actually 

get enough money in the programs to accomplish it. There would 

also be concerns about whether community groups would be locked 

out of the kinds of issues that would be up for discussion. But it 

*s seem to me that there would be a large possibility of vastly 
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increaaed amounts of dollars flowing into the poorest communities 
and communities of color if, in fact, a proposed like that ccMild be 
worked out with community groups and lending institutions at the 
local level if you had the full cooperation of the bank regulators to 
make a hard and fast assessment against each individiud institu- 
tion. 

Did you follow what I just said? Do you have an opinion about 
that? 

First^Allen. 

Mr. FiSHBElN. I think there are several components to the ques- 
tion you raised. I think we all share, probably at this table, the be- 
lief that we would like to see a functioning Community Develop- 
ment Financial Institutions Program which would include private 
investment as well. 

But the problem I have in tying it too directly to the banking sys- 
tem is that we believe banks are chartered to serve the convenience 
and needs of their local communities. That is an operating premise 
that allows them to have Federal backing for deposit insurance. 
With that should go a responsibility to lend to local communities. 
We fear by splitting their investment or investment in a CDFI Pro- 
gram, we would be detaching the notion that lendine to low- and 
moderate-income communities should be an integral part of the 
business of banking. 

Chairman Kennedy. Could we go back and forth about that? 

I understand that premise. It makes a lot of sense. On the other 
hand, first and foremost, there are institutions that do not make 
home mortage loans and do not make small business loans. If the 
bank exammers are confused about what the assessment oug^t to 
be on those that are in the business of making small business and 
home mortgage loans, they are very confused when it comes to 
banks that don't, number one. 

Number two, I am not suggesting that banks wouldn't have an 
obligation in the local community. What I am saying is that would 
we not as a society, and would the people in those local commu- 
nities and the communities themselves not be better served if we 
could ratchet up bv a factor of five or tenfold the actual dollars 
made available to tnose local communities? 

Let's assume you take some big bank in New Yoik that will still 
have its own community development bank of some sort or another. 
There would also be community development funds, community ac- 
tion agencies, and a whole range of others that could make applica- 
tions to the community development bank fund, the national orga- 
nization. They could go tliere and make an application for the use 
of those funds at the local level. 

So, yes, you make a point which is that you have some laree 
bank operating in Philaaelphia, for instance, that might say, 'Veil, 
listen, we—instead of making these loans airectly into ward 10 — 
are eoing to exercise our option to just simply send $10 million to 
Wasnington, DC. Washingtx)n, DCs obligation is to put that $10 
million out to bid to various community development corporations, 
cap agencies, otlier local community agencies in ward 10 in 
Philadelphia."^ 

So you know, ves, it is a little bit of a disconnection in terms of 
getting back to that essence of purpose. But if, in fact, tK<^ Ybs&saiftc 
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has grown around that, then should we care that much about that 
essence of purpose, or should we just be more directly concerned 
with getting credit out to those individuals that are being denied 
it? 

Mr. FiSHBEiN. Well, that is certainly a fair question. Let me an- 
swer it from the other end. 

I think where that idea oug^t to be explored is extending the 
community reinvestment-type requirement to nonbank financial in- 
stitutions, to— mutual money market funds, insurance companies 
ought to perhaps have an option as part of the community reinvest- 
ment responsibility to invest in a CDFI fund, given the nature of 
those operations. Perhaps certain limited-purpose banks that do 
not have a retail network, that are not in the business of consumer 
lending or small business lending should perhaps have the option. 

I thmk for the bulk of the banking industry it would be a mis- 
take to give them the abilitv to write a check and divorce them- 
selves from having to serve their local community needs. 

Chairman KENNEDY. Even if they do not do it now? 

Mr. FiSHBEiN. Yes. NBFIs, if we had looked at them 10 years 
ago, would not be believing they could be making some of the 
money they are talking about making, the lending activities Cathy 
Bessant talks about. 

In the long-term interest, I think, of low- and moderate-income 
Americans, minority communities, to get as much of the banking 

Sstem into learning how to make money and serving the needs of 
at market that — ^in the long term, that is going to generate more 
capital for the bulk of banks, although I think your idea has a lot 
of merit for other types of institutions. 

Chairman Kennedy. I think that is a good answer to the 
question. 

On the other hand, I guess my instinct also tells me we can be 
losing literally — ^if we get that gang of regulators up here to aeree 
to those individual assessments, and that next year every bank in 
America had to ante up in one way or the other. That— versus 
these sort of individual, one-on-one negotiations where in some 
cities are strong— as Mr. Taylor indicated, there are some cities 
where we have much stronger community-based organizations than 
others. There, are degrees of sophistication that are very wide 
ranging. 

Despite even CCCs' ability to provide them with technical assist- 
ance and the like, there are still, I think, a hell of a lot of banks 
that are exempted from this whole process simply because there 
are not enough community groups that know how to challenge this. 

Our own infrastructure is so anemic compared to what the poten- 
tial price of investment is in the inner city, trying to get some kind 
of assessment by these regulators, I think, might be a very positive 
development, not just for the short term, but in the long term as 
well. 

Maybe you can comment We are really late. I would love to have 
some of you come into the office so we could discuss it at a Uttle 
more length at some point. I wanted to run it by you. 

Mr. FiSHBEiN. If I may respond to that point, I share your frus- 

ition with the lack of progress in this area. 
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But I think, at the same time, we are starting to see some 
changes in the market that are generating new capital, low- and 
moderate-income communities. 

There is 10 billion dollan* worth of sinele-family mortgajge credit 
out in low-income communities, of flexible mortgage product that 
didn't exist several vears ago. lliat realty came arout as a result 
of CRA and some or the CKA-related activities. Banks and Fannie 
Bfae and mortgage insurers are making money off of that program 
and have become believers in the ability to tailor a product to low- 
and moderate-income individuals. 

I think we could do a lot more of that With a CRA process that 
was focused on performance rather than process. I think a lot more 
can be accomplished. I think we ought to give tnese guys a chance 
to come up with a system to make it woik. 

At the same time, I think we ou^t to explore — and we certainly 
would stand with you, Mr. Chairman— options of getting other 
bank — I should say, nonbank financial institution players to be 
part of this process as well, and perhaps doing it through a CDFI 
rand would accomplish that purpose. 

Chairman Kennedy. I very much want to thank all of you. 

I particularly want to thank Mr. Brown. I think he made an 
enormous contribution Uirough this study. We will use the maps 
and will use the guts of the study to try and urge this industry to 
take on significant reforms in the way they have operated in the 
past I really want to thank you and all those associated with your 
effort for the fine job you have done. 

John, I want to thank you. Ms. Bessant, Ms. Cooper, thank you 
for your efforts in coming before the subcommittee. If you have 
thoui^ts on the questioning I was just pursuing, I certainly would 
apmredate hearing fit)m you all. 

Thank you all very much. The panel is excused. 

There being no fiirther questions on behalf of the subcommittee. 
I want to express my appreciation to all the witnesses who sharea 
their views with us today. I would like to ask unanimous consent 
the record be kept open for a period of 4 weeks fit)m today so addi- 
tional views may be submittea. 

Hearing no objection, it is so ordered. 

The panel is excused and the subcommittee is in recess. 

[Whereupon, at 2:30 p.m., the hearing was adjourned, subject to 
the call of the Chair.] 
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U.S. HOUSE OF REPRESENTATIVES 
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Opttiiliig StatMMnt of 

R«p. JOMph p. KMIMdy II (D— HA) 

October 21, 1993 

THIS NORNIMG THE SUBOOMMITTKB HOLDS AN INPORTAMT HEARING ON 
THE ENFORCEMENT OF THE COMNONITy REINVESTMENT ACT AND FAIR LENDING 
LAWS. THESE LANS HAVE BEEN ON THE BOOKS FOR CLOSE TO TNO DECADES, 
OR MORE. YET, AS NELL-INTENDED AND NELL-NRITTEN AS THEY ARE, 
DISCRIMINATION AND DISINVESTMENT CONTINUE TO BE AN ONGOING FACT OF 
LIFE IN CONMDNITIBS ACROSS THIS COUNTRY. THESE TWIN NRONGS HAVE 
CAUSED A TRAGIC LOSS OF HOPE IN AFFECTED COMMUNITIES. AND THEY 
REPRESENT A DAILY EMBARRASSMENT TO OUR NATION. 

THE FACTS ARE GRIM: 

* HONE MORTGAGE DISCLOSURE ACT DATA DEMONSTRATES THAT 
MINORITIES ARE REJECTED TNO TO THREE TINES AS OFTEN AS WHITES OF 
THE SAME INCOME WHEN THEY APPLY FOR A HONE LOAN. EVEN CORRECTING 
FOR VARIABLES LIKE DSBT-TO-INCONB RATIOS AND CREDIT HISTORIES, 
MINORITIES ARE STILL REJECTED 60% MORE THAN WHITES. ACCORDING TO 
THE FEDERAL RESERVE BANK OF BOSTC»l, THAT DISPARITY BETWEEN WHITE 
AND BLACK CAN ONLY HAVE ONE EXPLANATION: DISCRIMINATION. 

* THE JUSTICE DEPARTMENT'S RECENT PROSECUTION OF DECATUR 
FEDERAL SAVINGS AND LOAN IS AN ANATOMY LESSON IN LENDING 
DISCRIMINATION. DECATUR REFUSED TO OPEN BRANCHES IN MINORITY 
AREAS. IT EXCLUDED 76% OF BLACK ATLANTA FROM ITS DEFINED SERVICE 
TERRITORY. IT EMPLOYED FEW, IF ANY, BLACKS IN KEY MORTGAGE-LENDING 
POSITIONS. IT ADVERTISED ALMOST SOLELY IN ATLANTA'S WHITE 
NEIGHBHORHOODS. AND IT COMMITTED ACTS OF DISCRIMINATION AGAINST NO 
LESS THAN 48 MINORITY APPLICANTS. 'IS DECATUR A PARIAH AMONG 
LENDERS, AN ABERRATION? ACCORDING TO ASSOCIATE ATTORNEY GENERAL 
HUBBELL, WHO HAS GRACIOUSLY AGREED TO BE HERE THIS MORNING, NOT AT 
ALL. DECATUR MAY JUST BE THE TIP OF THE ICEBERG. 

* A NEW STUDY DEMONSTRATES THAT, AS BAD A JOB AS FEDERALLY 
INSURED LENDERS ARE DOING IN WORKING CLASS AND MINORITY 
COMMUNITIES, N(Mf-INSURED MORTGAGE BANKS ARE DOING EVEN WORSE. THE 
AUTHOR OF THAT STUDY, JONATHAN BROWN, IS WItH US TODAY. SUFFICE IT 
TO SAY THAT A HUGE AND GROWING SEGMENT OF THE MORTGAGE LENDING 
INDUSTRY IS APPARENTLY REDLINING WITH NEAR-TOTAL IMPUNITY. 

OUR CITIES ARE BURNING WITH DESPAIR AND FRUSTRATION. AND YET 
NO ONE SEEMS TO BE REACHING FOR THE FIRE EXTINGUISHER. SECRETARY 
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CISNEROS AND COMPTROLLER LUDWIG HAVE INITIATED BOLD AND CREATIVE 
EFFORTS TO MAKE THEIR AGENCIES FROM THEIR REGULATORY SLUMBER. THEY 
DESERVE OUR RECOGNITION AND ENCOURAGEMENT. HOWEVER, ON THE WHOLE, 
THE AGENCIES MOST RESPONSIBLE FOR COMBATTING DISINVESTMENT AND 
DISCRIMINATION HAVE FAILED TO DO THEIR JOB. CRA EVALUATIONS 
CONTINUE TO BE LITTLE MORE THAT SOPHISTICATED RUBBER STAMPS. IN 
THE LAST 10 YEARS, THE FEDERAL RESERVE HAS TAKEN ACTION AGAINST ONE 
LENDER FOR DISCRIMINATION. FURTHERMORE, IT HAS REFERRED JUST fiHS 
FAIR HOUSING ACT COMPLAINT TO THE JUSTICE DEPARTMENT, AND ONLY NINE 
TO HUD. AS FOR THE FDIC, IN THE THE LAST THREE YEARS IT HAS FOUND 
ONLY fil!E RACIAL VIOLATION OF THE FAIR HOUSING ACT AND THE EQUAL 
CREDIT OPPORTUNITY ACT. 

. IF WE HAVE ANY HOPE OF MAKING THE WORDS "EQUAL OPF(»tTUNITY" 
MEAN ANYTHING IN THIS COUNTRY, THEN WE MUST DO MORE TO ENFORCE THE 
LAWS MEANT TO SECURE IT. THAT MEANS REFORMING CRA SO THAT 
PERFORMANCE, NOT PAPERWORK, BECOMES THE STANDARD OF COMPLIANCE. IT 
MEANS COMMITTING EXAMINERS AND RESOURCES TO DOING THE TOUGH BUT 
IMPORTANT WORK OF INVESTIGATING FAIR LENDING VIOLATIONS. IT MEANS 
ENSURING THAT MORTGAGE BANKS, WHO BENEFIT SO HANDSCMELY FROM THE 
GOVERNMENT-CREATED SECONDARY MORTGAGE MARKET, SERVE COMMUNITIES 
REGARDLESS OF THE RACE OR INCCMB OF RESIDENTS. AND IT MEANS 
FORGING MEANINGFUL INTER-AGENCY WORKING AGREEMENTS, SO THAT THE 
UNIQUE ABILITIES OF EACH AGENCY CAN BE USED TO GET THE JOB DONE. 
TURF BATTLES WILL NOT WIN THE FIGHT AGAINST DISCRIMINATION; ONLY 
COOPERATION WILL. 

FOR TOO LONG, OUR NATION HAS lOfORED THE DAILY INJUSTICES 
ENDURED BY AMERICANS IN SEARCH OF A MORTGAGE, A BUSINESS LOAN, OR 
CONSUMER CREDIT. AMD WE HAVE DONE SO AT OUR GREAT PERIL AMD TO OUR 
GREAT SHAME. EVERY DAY THAT WE ALLOW THESE WRONGS TO PERSIST MOVES 
US FURTHER FROM BEING A SOCIETY WHERE ALL CAN RISE TO THE LEVEL OF 
THEIR TALENTS. 

IF DECENT HOUSING AND HEALTH CARE ARE RIGHTS TO WHICH ALL 
AMERICANS ARE ENTITLED, THEN SO SHOULD THEY BE ENTITLED TO EQUAL 
ACCESS TO CREDIT. BECAUSE CREDIT IS JUST AS IMPORTANT TO ACHIEVING 
A SECURE AMD MEANINGFUL LIFE IN OUR CAPITALIST SYSTEM. I WANT TO 
CHALLENGE US ALL TO WORK TOGETHER TO ENSURE THAT NO ONE IS DENIED 
THEIR FAIR SHARE OF CREDIT AMD FINANCIAL SERVICES. I LOOK FORWARD 
TO HEARING FROM ALL OUR WITNESSES AS TO HOW THIS GOAL CAN BE 
ACCOMPLISHED. 
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Congmtt of tire Vnttet *tate< 



OPINING 8TATIMENT 

CONGSnSMAN LDlS V. GUTDEBRIZ 

SDBCCNMMlTnX ON CONSinilR CRn>rr AND INSCRANCB 

ocrom2i,ifn 



CHADUyfAN KENNEDY, I WANT TO WEIXX)MB OUR WITMB8SBS TO THE HEARD^ 
TODAY AND E3CIS4D MY SINCERE APPRECIATION TO SECRETARY OSNBROS FOR 
HIS WILUNQNESS TO APPEAR. I ALSO WAKT TO THANK 00N(»ESSWOMAN 
WATERS, WHO HAS WC»KED RELENTLESSLY TO ENSURE THAT ALL 
COMKfUNmBS HAVE EQUAL ACCESS TO CRBDIT. REFORM OF THE COMMUNITY 
REINVESTMENT ACT AND THE IMPLEMENTATION AND STRICT ENFORCEMENT OF 
FAIR LENDING LAWS ARE FUNDAMENTAL IF WE, AS A CON(»ESS, ARE OOINO TO 
ACCOMPLISH OUR LARGER GOALS OF HOUSINO AND BUSINESS DEVELOPMENT. 
THESE REFORMS ARE ALSO FUNDAMENTAL TO THE ABILITY OF LOW- AND 
MIDDLE-INOOMB FAMILIES TO ACCOMPLISH THEIR GOALS. 

AS I BELIEVE I HAVE SAID REPEATEIH.Y, ACCESS TO CREDIT IS CRITICAL TO THE 
SURVIVAL AND DEVELOPMENT OF MY COMMUNITY AND TO CC»«MUNmES 
ACROSS THIS NATION. I REPRESENT A CONSTITUENCY FOR WHICH AMERICA 
REPRESENTS A UNIQUE AND EXOTING OPPORTUNITY. AN OPPORTUNITY TO 
WORK FOR DECENT WAGES AND LIVE FRBELY, BUT ALSO AN OPPORTUNITY TO 
SAVE MONE^ AND PURCHASE AN AUTOMOBILE OR A HOME. THE 
HOMEOWNERSHIP RATE AMONG VARIOUS LATTNO POPULATIONS IN THIS 
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COUNTRY AVERACffiS ABOUT FIFTY PERCENT. THE FAMILIES REPRESENTED BY 
THIS NUMBER ARE WORKING HARD TO PUT SCHilETHINO BACK INTO THEIR 
COMMUNITY. HOWEVER, THIS NUMBER ALSO REPRESENTS THAT MANY PEOPLE 
STILL CANNOT SECURE A HOME LOAN OR OPEN A SAVINGS OR CHECKING 
ACCOUNT. ALL OVER THE 4TH CONGRESSIONAL DISTRICT, THERE ARE 
BUSINESSES THAT WANT TO EXPAND, TO GROW, TO INVEST IN THEIR 
COMMUNITY AND TO PUT PECmf TO WORK BUT CANNOT SECURE THE CREDIT 
TO DO SO. 

I REMEMBER MY FIRST HEARING. IT WAS BEFORE THIS SUBCOMMITTEE AND 
WAS ON AN ISSUE VERY CLOSELY RELATED TO THIS ONE. I REMARKED ON THE 
FACT THAT THE CONCERNS EXPRESSED IN THE TESTIMONY OF THOSE WITNESSES 
MIRRORED THECONCXRNS OF RESIDENTSOFTHE4THCONGRESSIONAL DISTRICT. 
CffiORGE BUTTS FROM ACORN TESTIFIED, AND I QUOTE, nXX) MAl^ INNER^JTY 
COMMUNITIES ARE NEARLY DEVOID OF BANK BRANCHES. BUT REPLETE WITH 
ABANDONED HOUSES, CHECK CASHING STORES, PAWNSHOPS, AND CREDIT 
SCAMS." UNFORTUNATELY, 10 MONTHS LATER. WE HAVE YET TO EXACT 
MEANINGFUL CHANGES IN THE LENDING PATTERNS OF THIS NATION'S BANKS. 
HOWEVER, I BELIEVE CHANGE IS COMDK}. 

PRESIDENT CLINTON HAS OUTLINED HIS GOALS FOR CRA REFORM AND NO W THE 
REGULATORS ARE CHARGED WITH THE TASK OF IMPLEMENTING HIS GOALS IN 
AN EFFECTIVE AND LESS BURDENSOME MANNER. I AM ENCOURAGED BY THE 
DILIOENCE AND INTEREST OF THIS ADMINISTRATION AND AM APPRECL^TIVE FOR 
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THE OPPCXtTUNITY I HAD TO PARTICVATE IN lis HBAIONQS HEU) M 
BY THE BANKINQ REGULATCXtS. 

I STRONOLY BELIEVE THAT THIS CONGRESS HAS THE RESP(»4SIBIUTY TO 
ENSURE THAT MY CONSTITUENTS. CHAIRMAN KENNEDY'S CONSTITUENTS, 
OC»K}RESS WOMAN WATER* S CONSTITUEr>n^ AND CmZENS IN THIS COUNTRY DO 
NOT FEEL THAT BASIC BANKINO SERVICES ARE BEYOND THEIR REACH AND TO 
ENSURE THEY HAVE ACCESS, FREE OF DISCRIMINATION, TQLOANS TO PURCHASE 
A HOME, SEND THEIR CHILD TO SCHOOL OR TO SIMPLY FDC THEIR ROOF. 
NEIGHBORHOODS LKE MY OWN CANNOT SURVIVE THE FEELING OF 
HOPELESSNESS MUCH LONCSR. 

ESSENITALLY, WE ALL MUST WORK TOCffiTHER. FOR IT WILL TAKE THE 
WILLINGNESS OF CONGRESS, THE ADMINISTRATION, COMMUNITY GROUPS, 
LENDING INSTITUTIOMS AND THE REGULATORS TO ENSURE THAT THE 
COMMUNITY REINVESTMENT ACT FINALLY ACHIEVES ITS GOAL AND AFFORDS 
OUR FRIENDS, OUR NEIOHB(»S, AND OUR FELLOW CITIZENS THE SAME 
OPPORTUNITIES OTHERS IN THIS COUNTRY ENJOY. CHAIRMAN KENNEDY HAS 
BEEN INSinUMENTAL IN THIS EFFORT AND I WANT TO THANK HIM FOR HOLDING 
THIS HEARING AND LOOK FORWARD TO THE TESTIMONY. 

THANK YOU, MR. CHAIRMAN. 
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Congresswoman Lucille Roybal-Allard 

Subcommittee on Consumer Credit 

October 21, 1993 

Mr. Chairman, I would like to thank you for holding this hearing today to examine the 
Administration's new approach to CRA and federal fair lending laws. I am especially 
pleased to see members of the Administration here to testify- Secretary Qsneros, 
Conq>troller Ludwig, and Associate Attorney General Webster Hubbell. 

Mr. Chairman, efforts to spur urban renewal throughout cities across America have failed 
due in part to a lack of financial services available to inner-dty residents. While CRA has 
had some success in requiring that "banks meet the needs of the entire commimity, including 
lower- and middle-income residents," the results need improvement 

In Los Angeles, rather than meeting the needs of all residents, banks have abandoned the 
inner cities entirely. At the September field hearing held in Los Angeles by the four bank 
regulatory agencies, testimoi^ was delivered which revealed that scores of bank branches 
have closed in the past several years. These branches were located primarily in working 
dass and minority communities. Today, I can coimt on one hand the number of bank 
branches in n^ own district, the Southeast Corridor of Los Angeles. 

I am also concerned that where there ac£ bank branches, banking services are not provided 
on an equitable basis. Banks do not always offer services needed by less affluent members 
of the community, and community outreach programs to provide "financial services 
education" are non-existent Basic services sudi as low-income checking accoimts and 
bilingual services sinq)ly are not available. A financial services institution must be accessible 
to lower-income and ethnic commimities if they are to have az^ chance at self- 
empowerment In addition, tougher enforcement of fair lending laws will encourage banks 
to perform more equitably. 

There is a need for more bank branches, there is a need for bank services, and there is a 
need for tougher enforcement of fair lending laws. I look forward to hearing from our 
witnesses about the President's initiatives to revamp CRA and their efforts to improve the 
enforcement of federal fair lending laws. 
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STATmSMT OF WiXlVE WJiTBRl 

COMMUllZTy REZMVSSTMEMT ACT RSFORN 

b«for« tiM COBSUB«r credit and ZnauraBO* 8ubeoBBitt«« 

Ootobcr 21, 1993 

Mr. Chairaan, I aa grataful to ba hara today to tastify on this 
nost important subject. Our comnunity invastnant lavs ara 
outdated, but the tipe nay hava arrivad whan policynakars ara 
raady for a serious look at ravanping coaaunity landing lavs and 
thair implenentation. 

I do not n«ed to chronicia tha problaas of landing in lov-incoaa 
iinrt mlnnt- tv n^ighhnrHortrtB to you, .Mr^. Chainnan, qt ^a jiiost of . 
tha aaabars of this subconnittaa. Wa all Know that our 
communities ara suf faring fron a eradit famine Boarded up 
houses minority businesspeopia who can't expand their businassas 
and create more jobs, and predatory chack cashing outlets ara all 
symptoms of this crisis. Yat, two yaars after tha new HMDA data 
was ralaasad. Congress still hasn't takan action. 

Tha Adainistration is to ba coaaandad for taking up CRA rafora. 
But, auch of vbat naads to be dona will avantually raquira 
legislation of tha kind I hava proposad. 

I would lika to shara with you a faw lagislativa solutions to 
these problems that ara contained in ay bill, H.R. 1700, tha CRA 
Reform Act — idiich was originally introduced last Congress, was 
updatad and reintroduced at the beginning of this tera. 

Let ae describe the principles of ay legislation, 

I] Regulators, policymakers and communities naed better 

In/oriOAtlnn-abwTt f lhAnr,^^l_ Inst it-nt ions* Twidi^ig TwrfouanTiCA. 

The Home Mortg^e Disclosure Act has b«en a powerful^ tool to 
expose dificrioination in the »ortgage narketplace, Hy bill would 
require depository institutions to disclose coiaparable 
information about their small business, community development, 
and consuaer lending, on a census tract basis. 

In addition, institutions would be asked to present regulators 
with an analysis of thair branch openings and closing over the 
past tan year period. 

Over the past decade, in part thanks to bank deregulation, the 
nuaber of branches in upper-income communities doubled , while the 
nuaber of branches in poor and minority communities declined. Of 
course, while bank branches close pawnshops, check cashing 
outlets, and other rip-off coapanies aove in to exploit our 
coaaunities. FToa 1985 to aid-1992, 277 bank branches closed in 
California alone, of course, disproportionately iapacting low- 
incoae coaaunities. 

Currently, it is iapossible to know an institut^n's business and 
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commercial lending record. We must have more than just mortgage 
information — systematically, not just anecdote lly — to respond 
to the problem responsibly. 

2) My bill would enhance community input in the regulatory 
process. Community grouips would be solicited and given 45 days 
in which to analyze an institution's community lending 
performance and respond before CRA ratings are decided. This 
would include giving regulators the ability to interview credit 
applicants as part of their oversight. In addition, regulators 
would be able to extend the public comment period if the response 
to solicitations are high. Too often, community groups need more 
time to accumulate and present information in the CRA process. 
T^t-ls Am » iiinrt*«t, ••n«ih1^ reform- — -^ -— 

3) The centerpiece of the legislation is to reform the CRA rating 
process- Hearly 90% of all depository institutions receive 
"outstanding" or "satisfactory" CRA ratings. This is despite 
overwhelming evidence of redlining in most inner city and poor 
rural coDuaunities in America. Grade inflation has rendered the 
current CRA rating system nearly meaningless. 

Since July, 1390, only a institutions — that is less than 1% — 

of All federal Institutions received a rating of "Substantial 
Non-Compliance r" the lowest CRA rating - 

The parforvancs-based standard for CRA ratings — contained in my 
legislation — has been adopted in concept by the Clinton 
Administration as it moves administratively to amend CRA. For 
too long, an institution's professed intentions, not its actual 
lending, has been the standard for which it has been judged^ I 
am hopeful that the Clinton reforms will givs us a better 
yardstick with which to judge our financial institutions. Public 
.hs2ri"«« *^»"» b'f^in . Th*y W9r* in Jlios Ang^Je^ ^.-fe^weeK^ *go. 
Let*s wait and see what they do. 

4) Hy legislation would establish conninity standards for 
mortgage ban)cs for the first time. The Departaent of Housing and 
community Development would establish an Office of Mortgage Bank 
and Insurance Supervision. This office would oversee federal 
monitoring of mortgage banks and private mortgage insurance 
companies. 

Mortgage banks — which depend on federally -insured secondary 
mortgage purchases for their business — would supply a cosaiunity 
support statement to the established Office including HMDA-type 
data, underwriting criteria, pro-active community programs and 
any fair housing law violations they may have incurred. 

Mortgage companies now make a majority of all hone loans in 
America. A rscent study conducted by Essential Information — 
which will be presented later at this hearing — found that 
mortgage banks are among the worst redlinars in America. We must 
find a way to bring some accountability to the Mortgage bank 
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8yst«B. 

In my legislation, thm HUD Office charged with this 
responsibility would solicit pubic coB»ent and evaluate 
individual ttortgage bank^s p«rloraance. If the Secretary finds a 
coapanies' p«r£onnanc« inadequaitft, then he/she will have the 
authority to inposc a series at penalties including fines, cease 
and desist orders of the practice in question or legal action if 
appropriate^ 

5) As I Mentioned earlier, the newly-forved office vould also 
supervise the activities of private eortgage Insurance coapanles. 
Again ^ these companies are coepletely dependent on depository 

resulting fron deposit Insurance ajid government- insured secondary 
■ortgage aarkets. Bowever as vith eortgage benJcs, these 
■ortgage insurance ooapanies say be contributing to redlining. 

A 1993 study by the m industry shoved that only 8.2% of all 
■ortgage insurance issued in 1991 iras in sip codes that vere sore 
than 50% minority, and only 7.9% %ras in lov- and aoderate-incoBe 
areas. 

The new HUD Office voold ooapile Inf oreation on aortgage 
coepanies' coeiBunity prograits, uTuiervrlting criteria and 
incorporate puJE^llc coaeents. They would then sake a 
detenaination as to cospanies* cosmnity involvwaent. If the 
Secretary finds a company in non-co^llance, he/she may require a 
conninity invest^sent plan to be suhsitted by the coapany to 
rectify the situation. 

6) Finally^ the legislation irould allov the appropriate federal 
regulatory agency to use the Inforaation on an institution's 
britnch oper'.r^gs airf cIc^9ings as part 9f th<f M e rg e r .and 
acquisition process > If an institution has a *patt^m and 
practice** of closing branches in a way detemdned to exclude lov- 
incoae end elnority neighborhoods, that institution could be 
denied its application. 

Of the tens of thoosanrts of serger ^plications before the 
Federal Reserve less than ten have ixiC been denied on CRA 
grounds, we aust look at new and different vays to keep our 
financial institutions doing business in aU the r i — i nn ities they 



m conclusion Mr. Chainum, ve have seen data year after year 

showing that redlining and discrimination are obstacles to 
cosaunity dev«l<3piaent. The banking Industry vlll undoubtedly 
coee to Congress seeking nev powers and less r^ulation this 
year. Low^incoae and einority Aeericans have been vaiting for 
relief from the banking industry for yeers. I belltve we Buii 
consider the issues raised by ey legislation if ve eove to 
assuage the banking c a— unity's concerns. And with that, Z 
conclude ay testinony. ^ 
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ON CONSUMER CREDIT AND INSURANCE 
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By 

SECRETARY HENRY G. CISNEROS 

Washington, D.C. 
October 21, 1993 
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Chairman Kennedy, nembers of the House Banking Subcommittee 
on Consumer Credit and Insurance, thank you for giving me the 
opportunity to speak to you today about mortgage lending 
discrimination and our strategy for bringing an end to such 
discrimination . 

The strategy we have devised is part and parcel of our 
entire approach to equal housing opportunity. We have an 
Important program office at HUD with full reepocieibility for all 
the Department's fair housing and fair lending activities, and it 
is our good fortune to have a forceful leader, thoroughly 
committed to our goals ^ Roberta Achtenberg^ as Assistant 
Secretary for Fair Housing and Equal Opportunity. Under 
President Clinton, we are etrengthenlng that office, expanding 
its reBponsibillties, and providing additional resources to help 
advance equal housing and homeownership opportunity. 

But, at my HUD, fair housing no longer is treated as the 
sole province of a separate unit furtherance of America's fair 
housing goals is infused throughout HUD' a operations and 
programs. In our decisions and actions on public and aaaisted 
housing, homeowner ship, and economic developroent issues fair 
housing goals are an integral consideration, a determining factor 
in how we proceed. 

A few weeks ago, I went to Vidor, Texas, to take control of 
a public housing authority that was openly violating civil rights 
laws by discriminating against African-Americans. Neither 
President Clinton nor I will tolerate the segregation and racial 
harassment that took place there, nor discriminatory practices in 
any form. 

Today's hearing is not about public housing segregation, but 
homeownership and lending discrimination. The behavior may not 
be as blatant as that demonstrated by overt bigots, but the 
denial of an opportunity to own a home -- subtle though it may be 
-- has a devastating impact on the family discriminated against 
and a destructive, corrupting influence on our sense of 
community. 

Homeownership is one of the foremost hopes and aspirations 
of the Americeui people. It doesn t matter whether people are 
rich or poor black or Hispeuiic or Asian or white . . . Americans 
traditionally want to own their own home. It's part of our 
heritage, an anchor of our democratic society that allows 
families to put down roots, to grow, and prosper; it is how most 
Americeuis define their wealth. 

Homeownership is the glue that reinforces our sense of 
community; it helps ensure the economic viability of our 
neighborhoods and communities But for families denied a 
mortgage loan, the American Dream is a dream denied. The family 
suffers, the children suffer, and the community suffers. Rather 
than enjoying economic growth and the spirit of renewal it 
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fosters, the community stagnates. Lending discrimination robs 
the family and the community of a cheuice to move ahead. 

How can we build a spirit of community when those who have 
played by the rules are unjustly denied a mortgage loan and 
therefore cheated out of their chance for homeownership? 

THE PROBLEM 

Of course, for decades, many people refused to believe 
charges of mortgage lending discrimination. The lending 
community traditionally has claimed that sound business judgment 
alone affects lending decisions -- that discrimination and racism 
are not factors -- and most regulators have been less than 
aggressive in challenging that claim. In fact, virtually no 
lender or appraiser has ever been punished for discrimination. 
Despite abundant evidence of racial disparities and of bias, the 
agencies have resisted basic reforms for decades. 

Until recent years, this attitude on the part of lenders and 
regulators had gone relatively unchallenged, in part because 
there has been no clear demonstration of the dimensions and 
destructive impact mortgage lending discrimination has on 
families and neighborhoods. 

But, over the last five years, a series of events have 
created an overwhelming force moving lending discrimination to 
the front of the civil rights agenda. 

In May of 1988 the Atlanta Journal -Constitution roin a four- 
part series called "The Color of Money, " outlining in detail 
allegedly discriminatory practices in home mortgage lending by 
mauiy Atlanta area lenders. Through interviews and analysis of 
HMDA data, this Pulitzer Prize winning study showed that far more 
mortgage loans were being originated in white areas than in black 
areas . 

In April 1989 the Department of Justice began an 
investigation, based on "The Color of Money, " which ultimately 
led to a consent decree in the case of Decatur Federal Bsmk. The 
bank undertook wide ranging changes in its policies to address 
practices which appeared to treat minorities less favorably than 
whites and generally underserved the black community. 

In August 1989 Congress amended the Home Mortgage Disclosure 
Act to require data on the race, gender and income of borrowers 
and applicants for loans. Analysis of the expanded HMDA data 
showed that applications for mortgage loans from blacks and other 
minorities were being turned down two or three times as often as 
applications from whites. In fact, lower income whites were 
faring better on their applications than high income minorities. 
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In a rigorous analysis of 1991 HMDA data, tyio distinguished 
scholars -- Cornell Univeraity Profeaaor of Economics Bob Avery 
and Dr. Mark Snidertnan of the Cleveland Federal Reserve Bank -- 
have reported that: *We find a persistent difference in the 
denial rates of white and minority applicants, particularly 
blacks. Thajee differences remain even after lender, 
neighborhood, and applicant economic characteristics are 
accounted for. Moreover we find a remarkable degree of 
consistency in these conclueiona across geographic markets and 
loan products, indicating that the observed racial differences in 
denial rates are widespread ..." Now, while differences in 
credit history or other legitimate underwriting factors may 
account for the observed differences, such evidence points toward 
a widespread pattern of unequal treatment. 

In October 1992 the Boston Federal Reserve Bank released its 
study titled "Mortgage Lending in Boston: Interpreting HMDA 
Data." The study found that minority applicants, on average, 
have greater debt burdetts higher loan to value ratios and weaker 
credit histories than white applicants and that these 
disadvantages account for a large portion of the difference in 
denial rates. However, even after controlling for fineuicial, 
employment, and neighborhood characteristics, black and Hispeuiic 
mortgage applicants in Boston are almost 60 percent more likely 
to be turned down than whites. 

A more recent study by Jonathan Brown, "Racial Redlining: A 
Study of Discrimination by Banks and Mortgage Companies in the 
United States, found that some neighborhoods were being very 
perversely affected, in some cases not merely neglected, but 
excluded by lenders. This report released in August 1993, 
examined lending in le metropolitan areas and foimd that there 
were 62 "worse case" lending patterns, involving 49 major 
lenders, who were undeserving minority communities. 40 of the 62 
worst cases were independent or bank affiliated mortgage 
companies. In some instances lenders stopped lending abruptly at 
the "edge of minority neighborhoods." 

The Congress has also kept its spotlight on these issues. 
Hearings in both the House euid Senate over the last few years 
have helped to focus the Executive Branch s attention on this 
important issue House Banking Committee Chairman Gonzalez and 
Senate Banking Committee Chairman Heigle have been particularly 
vigilant in this regard, euid the House Committee most recently 
conducted hearings in Prince George's County, Maryland, on the 
lack of banking services in largely minority neighborhoods. 

One result of this increased attention on mortgage lending 
discrimination has been a sharp increase in complaints. 

The Fair Housing Amendments Act of 1988 strengthened HUD's 
fair housing and fair lending enforcement powers. Provisions of 
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the 1988 amendments became effective in March of 1989, and there 
were 93 complaints of lending discrimination during the rest of 
that year. Through fiscal 1993, there have been 1,179 
complaints, and that figure becomes even more significant in 
context with the rapid rate of increase. In the three years 
since 1990, the first full year of HUD's strengthened enforcement 
powers, the number of complaints received annually by HUD have 
nearly quadrupled, from 123 in 1990 to 481 in 1993 . HUD has 
closed 916 of these complaints resulting in compensation to 
complainants of $1.4 million. 

The growing weight of evidence finally has forced regulators 
to challenge lenders' claims of impartiality. Discrimination in 
lending is real. 

In the realm of unequal treatment, we will not accept the 
status quo. President Clinton has said, "We have been divided in 
this country for too long between "us" and "them." [But] there 
can be no "them" in America. There's only us." His is the 
message of inclusiveness, of partnership, of rebuilding the 
spirit of community in America. We can help rebuild the spirit 
of community by bringing an end to mortgage lending 
discrimination . 

CQMBATTIMG MORTGAGE LENDING DISCRIMINATION 

Before I discuss the exciting new initiatives we've begun, 
I want to discuss three pre-existing efforts we're continuing and 
expanding upon: Fair Housing testing, HUD's Memorandum of 
Understeuiding with the regulatory agencies, and our work together 
with the Home Mortgage Disclosure Act. 

FHIP Testing Project 

The Fair Housing Initiatives Program allows HUD to fund 
public ouid private enforcement activities, as well as educational 
and outreach programs informing the public edx>ut their fair 
housing rights ouid obligations. 

In 1992 HUD awarded $1 million in FHIP funds to the National 
Fair Housing Alliance to conduct pre -application testing in three 
metropolitan areas. The areas and lenders are being selected 
based on an analysis of Home Mortgage Disclosure Act data and 
other factors suggesting the existence of a possible problem, euid 
the results of this testing will be used by a new fair lending 
office in mid-1994. 

Congress recently increased the appropriation available to 
FHIP --in fact, virtually doubled the funding -- from about $11 
million in 1993 to more than $20 million in 1994, which will 
eneJsle us to continue and expand the FHIP resources available for 
lending discrimination. I'd like to express my appreciation for 
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the strong support we received from the House and the Senate in 
requesting a budget increase for these funds, and I especially 
want to acknowledge the leadership efforts of Congressman Louis 
Stokes and Senator Barbara Mikulski on behalf of increased FHIP 
funding . 

Memorandum of tftider standing 

In May 1992, HDD entered into a Memorandum of Dnderstanding 
with the Federal Reserve Board, Comptroller of the Currency, 
PDIC, Office of Thrift Supervision, and the National Credit Dnion 
Administration. Since then, there have been 269 exchanges of 
information or referrals between our fair houaing office charged 
with that responsibility and these regulators resulting in 74 
complaints of lending discrimination filed with my Department. 

Several complaints were investigated jointly by HUD and OCC. 
We believe that the MOU has been effective in minimizing the 
burdens on banks of duplicative investigations, and assuring that 
coEnplainante have accesa to all remedies available to them under 
the Fair Housing Act. 

Heme Mortgage Disclosure Act (BMDA) 

HUD has worked closely with the Federal financial regulatory 
agencies to make the HMDA database as useful as possible and to 
make the data accessible to the public, including community 
groups and academia. The enhanced HMDA data which became 
available for loans made beginning in 1990 thanks to the efforts 
of Congressman Kennedy^ included race, income, and gender of 
borrower, and data on applicants as well as accepted borrowers, 
and has provided a wealth of material for HUD and other agency 
enforcement efforts. Taken alone HMDA data do not prove 
discrimination but they do help to identify disparities and 
underaerved areas which may require further investigation, 

I have begun discussions with the Chairman of the Federal 
Reserve on how HUD and the Fed can work to make HMDA data more 
readily available to the public and more useful as a tool to 
focus federal and private fair housing enforcement efforts in the 
future . 

In each of the three pre-existing efforts I have just 
discussed, we have increased emphasis, expanded our role, and 
enhanced the resources made available. 

But, we have not been satisfied merely to build on what was 
previously begun. We have introduced new initiatives and 
identified new, proactive measures we can take to eliminate 
discriminatory lending practices. 

We have come at this problem of lending discrimination 
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determined to utilize every resource that can make a difference. 
I would now like to describe for you some of the key measures we 
have initiated rulemaking to define discrimination and fund 
anti-diecrimination efforts; reviewing GBMA and FHA; an exciting 
new relationship with the Comptroller of the Currency; and 
private industry efforts. 

Solemaking to define discrlBination 

In the 25 years that have passed since the enactment of the 
Fair Housing Law, the Department Of Housing and Urban 
Development has yet to issue regulations that define violations 
of law in the areas of mortgage lending and property insurance. 
My HDD is changing that. 

Last week, I announced HDD's priorities for the first year, 

and fair housing and fair lending are right at the top of our 
priorities. After appropriate consultations, we will issue Pair 
Housing Act regulations toaking clear that the Federal government 
will inove directly to identify and remedy discriminatory 
practices in fair housing and fair lending. These regulations 
will guide HUD investigations and Department of Justice 
enforcement. They also will serve as a Eignpost to allow the 
industry to take voluntary actions, and a guide for the financial 
regulatory agencies to use in their supervisory role. Further , 
these regulations will affect mortgage lenders who are not 
subject to the oversight of the financial regulatory agencies 
(such as mortgage bankers and property insurers) . 

o In the next year, HDD will hold administrative meetings 
to hear from all interested parties regarding unlawful 
policies and practices in these areas and we will 
propose mortgage lending regulations and begin %^rk on 
property insurance redlining regulations. 

o Special HUD offices will be created to address each of 
these areas and work with other affected agencies to 
address fair lending and insurance concerns. 

In addition, the Department will publish a regulation 
governing the fair housing requirements in the programs of Fannie 
Mae and Freddie ^fac These regulations will have significant 
impact on the availability of mortgage credit. 

Sulemaking to Fund Anti-Diaerimiiiation Activities 

HUD also will issue a new regulation for FHIP funding of 
private and State and local agency investigations of fair lending 
and insurance redlining complaints. This includes the authority 
to conduct testing and other forms of systemic investigation. 
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Work at Eamm 

Further, I have begun the ytork that needs to be done in my 
o%m home. My first year program includes a review o£ Oinnie Mae 
regulations to ensure that they do not contribute to 
discrimination by FHA-approved lenders. Also, I will assure 
that our Office of Housing improves its use of HMDA and other 
data to focus monitoring of FHA- approved mortgagees where there 
are indicators of possible discrimination. 

HDD-OCC Initiatives 

Last May, HUD conducted a conference on research and 
enforcement of mortgage lending discrimination which enjoyed 
widespread participation by leading researchers and by 
enforcement agencies. Eugene Ludwig, the Comptroller of the 
Currency, has been a staunch ally in our efforts to address 
lending discrimination and, when he learned about the conference, 
Mr. Ludwig enthusiastically participated and supported it with 
agency funds. The proceedings of that conference will be 
published early next year and will help to advance enforcement 
efforts and the research agenda. 

Following that conference, HUD and OCC formed a %i7orking 
group to strengthen the federal government's efforts to counter 
discrimination in mortgage lending. The other regulatory 
agencies and the Department of Justice will be asked to 
participate in this effort so that collectively we can provide 
guidance which the industry seeks as to what practices constitute 
discrimination and what steps banks may legitimately take to 
address problems in this area. 

The working group was formed: first, to exchange technology 
and information; second, to develop an interagency definition of 
what constitutes lending discrimination for purposes of the Equal 
Credit Opportunity Act and the Fair Housing Act; and, finally, to 
pool research on statistical analysis of HMDA data to improve the 
agency's targeting of lenders for examinations and (in the case 
of HUD) Secretary- initiated investigations. 

As a result of the %i7orking group's efforts, OCC has agreed 
to begin testing next Spring to determine how testing can most 
effectively meet their enforcement needs. 

HUD and OCC also have developed a draft definition of 
lending discrimination and are %^rking with other Federal 
finauicial agencies to strengthen its provisions. 

And HUD and OCC are working together to use all available 
data and research to assist fair lending and examination 
processes . 
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Industry EttoTtm 

The Fair Housing Act requires HDD to %irork with the housing 
industry to achieve voluntary compliance with the law. We have 
met with and provided training for the Mortgage Bankers 
Association and the American Bankers Aseociation, This includes 
presentations at their conferencee to acquaint their members with 
HDD's program. A Fall 1993 Bank Compliance Symposium of the 
American Bankers Association on October 7 (featuring HUD, 
Justice, the PDIC and the Fed) transmitted by satellite reached 
more than 3500 participants nationwide, many of whom phoned in 
questions. 

The MBA and ABA have developed materials to acquaint their 
members with the requirements of the Pair Housing Act and the 
Equal Credit Opportunity Act. They are formulating programs to 
increase minority employment in the industry and to undertake 
other initietivae which should help to address various aspects of 
the complex problem of lending discrimination 

HDD has also had meetings with the leadership of the ABA and 
the MBA to discuss cooperative efforts. This may include 
execution of a voluntary agreement along the lines of HDD's 
Voluntary Affirmative Marketing Agreements with the National 
Afifiocidtion of Realtors and the National Association of 
Homebuildere. 

HDD has also held two meetings with a group of DC area 
lenders. The lenders were incensed over a series of articles in 
the Washington Poet indicating that they were not serving 
adequately the minority community which they felt did not do 
justice to their efforts. We asked them to be very specific 
about what they were doing to reach out to minority purchasers 
and they have described a variety of programs which have had 
varying results. HUD developed a list of suggested fair lending 
activities which they could use as a benchmark to determine 
whether their activities were fully affirmative. 

We think that our dificiiaeions may lead to a concerted effort 
by these local lenders to institutionalize new policies and 
practices which will help to open doors hitherto closed. We may 
even develop some kind of local fair lending strategy subscribed 
to by the participating banks. We hope to build on our Washington 
experience by having local HDD offices convene similar meetings 
in other cities. 

Mr. Chairman, these steps reflect our unflinching commitment 
to ending discriminatory lending practices. They represent not 
the totality of our efforts, but a determined and forceful 
beginning. Yet, even should our efforts be thoroughly successful 
-- should we fully achieve our goal of conqpletely eliminating 
lending discrimination -- this still %«>uld not be enough. 
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Combatting lending discrimination fits into a larger 
context. We must e3q>and access to capital, we must expand access 
to homeownership, if we are to help build communities of 
opportunity that strengthen families and create economic lift. 

Because we want to increase the capital available for low- 

and moderate -income homeownerahip opportunities President 
Clinton is working actively to strengthen enforcement of the 
Community Reinvestment Act to better target the resources of 
commercial banks, thrift institutions, and other depository 
lenders. He has directed the banking regulatory agencies to 
review their administration of the CRA, and I support their 
efforts. By focusing CRA more on quantifiable measures of 
performance, we can increase the access to credit and banking 
services for residents in underserved, including minority, 
ne ighbor hoods . 

In support of the President's broad effort to expand access 
to capital and homeownership, we have developed a comprehensive 
capital investment strategy capable of leveraging billions of 
dollars in private capital auid credit. 

IZ. BXPANDZMO ACCBSS TO CREDIT 

Mr. Chairman, for the first time in tyto decades, we at HOD 
^re talcing seriously our CongreBaionally mandated oversight 
responsibility of Government -Sponsored Enterprises. We have just 
published interim goals which set standards for Fannie Mae and 
Freddie Mac mortgage purchases in central cities and require 
targeted mortgage purchases in very low income areas and for very 
low-income families. The goals call for both Fannie Mae and 
Freddie Mac to make 30 per cent of their purchases to support 
low- and moderate income housing by 1994. 

We've also created a special targeted initiative to sell 
FHA's foreclosed single-family homes for low-income homeownership 
in distressed communities, discounting the sales price of the 
properties and working through local governments, community 
organizations, and public housing authorities. This pilot 
program has been highly successful in Chicago and Richmond, and 
it will soon be expanded on a nationwide basis. 

We're also exploring euch non-* traditional resources as 
pension funds and institutional endowment funds for their vast 
potential for increased capital investment in homeownership . 

Our approach, Mr. Chairman, is ambitious and comprehensive. 
We have made some strides in both our fair housing/fair lending 
efforts and in opening up access to capital. But we need to work 
closely with you. 
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We are working to broaden the focus of HDD's housing 
counseling px og raa froa avoiding defaults to identifying and 
assisting potmtial h oa e buyers in low- and ■odcrate - inco»e 
cowHunities. Given the expanded Ci4>acity« we can counsel these 
families in aoney aanageaent, advise thea on how to save for the 
down payaent and closing costs help thea prepare the documents to 
qualify for a mortgage loan, and train thea to do basic home 
aaintenance and repairs. 

We need your help for legislation we will propose next year 
that will enable us to strengthen the capacity of FBK, use it 
creatively to increase hnafnwnf rnhip in Aaerica, and help rebuild 
coaaunities. We already have begun reviving FBK i^iich has 
assisted nearly 21 aillion people becoae hoae owners over the 
nearly 60 years of its existence. Although FBK was underutilixed 
in the 1980s, Ooaaissiooer Hie Retsinas has expanded its mortgage 
insiirance activity. 

We intend to continue our revitalization of FBK, making it 
once again a major force in delivering affordable hoaeownership 
to low- and moderate -income families. 

We'll also need your help to pass President Clinton's 
proposed legislation to give federal 8\q)port for Community 
Development Financial Institutions. Providing funding for these 
community development banks, credit unions, loan funds and other 
entities trill increase the specialized lending by trained 
professionals that is exemplified by the improved housing and 
homeownership of Chicago's South Shore neighborhood, revitalized 
through the leadership of the South Shore Bank's 20 -year 
eiqperiment in community development financing. 

Thank you for your support, Mr. Chairman and members of the 
Subcommittee. I look forward to working closely with you in the 
future, and now will be happy to answer your questions. 

*** 
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Mr. Chairman and members o£ the Subcommittee* I appreciate the 
opportunity to describe £or you the efforts of the Department of 
Justice to address racial discrimination in the mortgage lending 
industry. Recent reports and studies have highlighted the 
pervasiveness of racial discrimination in mortgage lending. The 
pernicious evil of denying minorities equal credit opportunity 
disadvantages minority communities and must be eliminated. 

The Civil Rights Division has authority to address the problem 
under the Fair Housing Act, 42 U.S.C. 3601 et sea. . and the Equal 
Credit Opportunity Act, 15 U.S.C. 1691-1691f . Our recent efforts 
have included the assignment of lanryers to develop expertise in the 
mortgage lending field, the development of litigation to address 
the issue, and meeting with the major federal financial regulatory 
agencies in an attenqpt to develop an enforcement structure for the 
future . 

The lessons we have learned thus far can be summarized as 
follows : 

1. Mortgage lending discrimination on the basis of race can 
exist in spite of the fact that management of the lending 
institution has adopted clear policies against such discrimination. 
Branching, marketing, advertising, hiring, appraising, 
underinriting, and conqpensation schemes for loan originators, all 
must be assessed in an analysis of whether an institution is 
denying credit needs on the basis of race. 

2. Statistical methods are available to reveal whether 
institutions that reject minority applicants at higher rates than 
white applicants have discriminated on the basis of race. The 
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approach %#e utilized in the litigation I will describe today has 
been used in other £ields for many years. The statistical analysis 
is expensive and requires examination of a large number of 
application files. 

3. Given the sampling methodology of their prior fair lending 
reviews, it is understandable that the federal regulatory agencies 
have failed to discover the type of discrimination that we have 
found. We hope for revisions in the methodology that would allow 
these front line detectors of discrimination in the lending 
industry to identify impermissible practices. We understand that 
agencies are working diligently on developing new examination 
procedures which we hope will incorporate our views with respect to 
the importamce of statistical analysis. 
I. THE MORTGAGE LENDING DISCRIMINATION LAWSUIT. 

The summary conclusions listed above stem from our analysis of 
the industry during the past four years. Our interest was first 
attracted by the Pulitzer Prize winning "Color of Money" series 
published in the Atlanta Journal -Constitution in 1988, contrasting 
the widespread disparities in the number of mortgage loans approved 
by certain lenders in ndiite and black neighborhoods of Atlanta. 
The articles documented that many lenders placed five times as many 
mortgages in white neighborhoods as in comparaJ^le black 
neighborhoods, that black applicants were rejected for mortgage 
loams at significantly higher rates than white applicants, and that 
rnamy of the lenders had few, if any, branch offices in black 
neighborhoods. The series postulated that this denial of access to 
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mortgage credit may have had a deleterious effect on the 
regeneration of many black neighborhoods in Atlanta's urban core. 
In early June of this year. The Washington Post reported similar 
findings concerning mortgage lending in the Washington, D.C. 
metropolitan area. 

Our attorneys knew little about the industry at the start, so 
%#e began by conducting a survey of Atlanta-area lending 
institutions to learn their policies and practices. We eventually 
focused our investigation on Decatur Federal Savings and Loan 
because of its size, poor record of loan origination in black 
neighborhoods, and high rejection rate of black applicants. We 
ultimately filed a lawsuit on September 17, 1992, alleging that 
Decatur Federal engaged in unlawful discrimination in its mortgage 
lending program. The district court approved a consent decree the 
same day that had been negotiated by our laiiryers and Decatur's 
representatives . 

I want to emphasize that our focus is on Decatur Federal 
because that is the only case that has reached litigation. Our 
initial standards for targeting could have captured other Atlanta- 
area institutions, and we believe that institutions in many other 
cities have similar characteristics. We focused on one institution 
largely because of the complexity of the task. We %#ere fortunate 
that the Decatur officials cooperated fully with our investigation 
and expressed a sincere desire to get to the bottom of the issue. 

I also note that the Community Reinvestment Act, 12 U.S.C. 
2901 et sea. . provided an inqportant framework for our 
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investigation. The CRA requires institutions to help meet the 
credit needs of the entire community in which the institution 
operates, including low- and moderate -income neighborhoods. If 
lending institutions fail to serve all communities of their service 
area and their failure to comply is correlated with the race of the 
under served neighborhoods, intentional discrimination, in violation 
of the Fair Housing Act and the Equal Credit Opportunity Act, can 
often be inferred. The CRA thus sets lending institutions apart 
from other commercial businesses. I understand that the 
Comptroller and other agency witnesses will further address the 
CRA. 

A. The History of Decatur Federal ' a Operation Revealed an Intent to 
Serve the White Community but not to Serve the Black Community. 

We reviewed the practices of Decatur Federal Savings and Loan 
from the time the institution opened its doors in 1927 in a white 
neighborhood in the Dekalb County portion of the Atlamta area. Of 
course, all aspects of public life in Georgia were segregated at 
that time and the banking industry was no different . But .even with 
dramatic changes in racial attitudes over time, this institution 
continued to serve primarily the white community. 

For example, since its inception Decatur Federal has opened 43 
bramch offices, and it placed all but one of these in neighborhoods 
that were predominately white at the time. The lender closed the 
single branch that it did open in a predominately black area after 
only three years of operation. Other comparably sized Atlanta 
banks and thrifts had many more branches in predominately black 
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nm ri iscrinin a f ory reasons for each decision, but an analysis over 
tiae points to a policy of serving neighboriioods on the basis of 



We found further evidence of discrimination f ron th^ manner in 
idiich the institution defined its CSA service territory in 1979. 
The lender eaccluded most of the predominately black nei^^iborhoods 
of Atlanta by following the tracks of the Seaboard Coast and 
Southern Sailvays, well known historical boundaries that separate 
black from idiite neis^iborhoods in the South Fulton County portion 
of the Atlanta area. As a result, over 76 percent of the black 
population of Fulton County at that time was excluded from the 
institution's defined service area. 

Marketing practices provided another piece of the evidence. 
Decatur relies heavily on its force of account executives to 
develop the home mortgage loan business, and these persons were 
given %ride latitude in their solicitation activities. Account 
executives were paid on a cosmission basis, and it was to their 
advantage to target high-priced neighborhoods, eschewing builders 
and agents, such as members of the identifiably black Bspire Real 
Estate Board, who are active in most black residential 
neighborhoods of the Atlanta area. The pattern was further 
reinforced by employing few blacks as account executives, or in 
other key mortgage- lending positions, such as aj^raiser or 
underinriter. Advertising was concentrated on the %rtiite cosnunity. 
The lender never advertised on black-oriented radio stations and 
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rarely* if ever, in black-owned newspapers. We learned that other 
lenders utilized the black-oriented media to market their products. 
In sum, the totality of facts regarding the institution's 
method of operation over a period of 65 years supported a 
conclusion that it chose to serve the white community and exclude 
the black community. In the face of this method of operation, it 
is understandable why only 6 percent of Decatur Federal's home 
mortgage loan applications %#ere from blacks, even though the 
Atlanta Metropolitan Statistical Area is 26 percent black; and it 
is also understandable why 97 percent of Decatur's loams were in 
majority white areas. 
B. Black Peraona Who Sought Mortgage -Loan Products Prom Decatur 

Federal Were not Treated Fairly, 

We also wamted to examine the treatment afforded to black 
persons who did apply for the mortgage loan products offered by 
Decatur, and this proved to be the most complex, and time- 
consuming, portion of our investigation. We were aware, of course, 
of studies of lending practices in other major cities. And the 
release of the Home Mortgage Disclosure Act statistics in October 
of 1991 confirmed that the issue we were examining was not limited 
to the Atlanta area. The nationwide HMDA data showed, for exanqple, 
that 33.9 percent of black applicants for conventional mortgage 
financing were rejected; the comparable figure for white applicants 
was 14.4 percent. Similar rejection rate disparities appeared in 
the HMDA data released in October 1992. 

we were aware that fair housing and fair lending advocates had 
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contended for many years that discrimination was widespread in the 
lending industry and that the banking industry had staunchly 
defended its lending record, contending that the higher rejection 
rates for minority applicants could be explained by many factors, 
such as differences in credit histories, assets, wealth, and job 
history. Decatur's HMDA statistics showed that it rejected 
approximately 41 percent of its black applicants for mortgage loans 
but only 15 percent of its white applicants. Even if these 
statistics did not confirm a fire, the smoke raised demanded a 
thorough invest igat ion . 

We thus concluded that, in order to address the issue 
properly, %#e needed to evaluate each factor considered in the 
underinriting process and determine whether the factors were applied 
without regard to race. 

We interviewed officials of the institution at length to 
determine the factors they considered in evaluating an application 
for mortgage financing. We copied several thousand loan 
application files and created a data base of more than 70 
variables, such as credit history, income, assets, education, job 
history, loan amount, and down payment amount. Our experts 
utilized a logit multiple regression analysis to identify 
approximately 20 variables, most related to credit issues, that 
best predicted success of an applicant. Even after controlling for 
all factors that the institution (and the industry) considered to 
be relevant, however, our statistical analysis revealed that the 
race of the applicant was a significant factor in determining 
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whether or not Decatur would grant a loan. 

Moreover, it was also clear that the effect of race was 
substantial. During the two-year period studied initially, Decatur 
Federal rejected 47 black applicants for fixed-rate conventional 
loams. By our analysis, if the lender had evaluated them with the 
same standards it used for white applicants, 12 of these applicamts 
should have been accepted. In addition, Decatur Federal rejected 
25 black applicants for adjustable -rate conventional loans, of whom 
more than half (13) should have been accepted had the standard 
applied to white applicants been employed. 

After updating our analysis for more recent years, we 
identified a total of 48 black applicants that we determined were 
victims of disparate treatment since 1988. In each instance, we 
observed an objective reason for the denial of financing, but we 
were able to identify through the statistical study white 
applicants with very similar deficiencies who were approved for 
financing. As %#e compared the files closely, we saw that Decatur 
personnel at mauiy different levels had counseled white applicants 
about their deficiencies and reworked their applications in order 
to make them qualify. In some instances, white applicants %#ere 
encouraged to supply explanations for poor credit, or to pay off 
credit card and installment debt to meet underinriting guidelines. 
The files of rejected black applicamts did not reveal similar 
actions, and, when interviewed, many victims told us that they %#ere 
unaware of the opportunity or procedures for resolving deficiencies 
in their applications. Our review revealed that underwriters 
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iqaogcd oertaia debt obXigatioos for uhlta iqpplic«nt« or 
L D C o t tram aelf fi ^ loy — nt wlUfeout Um docuBuitation 
reqnized fay tbe gaidelinm. We did not find •inilarly l«ni«nt 
treatment of black af^licants. 

c. Thi IfrfTr in rtwr ni'^rmr f****^^ Ijwmlr. 

Mm noted earliar, ■nch to tbeir cradit, tbe officiala of 
Decatur Federal nanted to rid tbeir inatitutioo of any racial bias, 
and ao rked with oa awvc a several aonth period to addreaa ea^ of 
tbe iaaaea that ae raiaed. The reaultiag conaent decree ie 
targeted to reaedy tbe specific probleaa that ae found to exist. 
The d ecr e e provided one aillion dollara in deaages for tiM victiMS 
of diacriaination* but, even aore isportantly, wea designed to 
alter tbe net h o d of operation to ensure nondiscriaination in tbe 
future. 

The institution agreed to redraw its CSA boundary to include 
tbe previously excluded black neighborhoods of Fulton County. It 
agreed to open a branch or a regional loan office in the black 
reaidential area, and, in future branching decisions, to pay 
particular attention to the service of low- and aoderate-incoaa 
areas. Its advertising prograa waa to be revasped to target black 
reaidential areas. Decatur agreed to alter its aortgage loan 
aarketing prograa to target real estate agents and builders serving 
black residential areas, and to alter the account executive 
ooeaission pay structure to provide increaaed incentivea to aarket 
the products in black residential areas. 

The consent decree containa specific provisions for the 
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recruitment of black applicants for job openings, with particular 
emphasis on positions such as accoxint executive, underwriter, loan 
counselor, loan processor, appraiser, assistant branch maiiager and 
branch manager. 

Decatur Federal proposed to adopt a program of testing to help 
ensure that potential applicants would be treated without regard to 
race ndien they visit a branch of the institution, and that program 
will be implemented under the terms of the consent decree. 

We also attempted to remedy the subtle discrimination that can 
occur at various stages of the loan- application process. We 
attempted to ensure that all applicants are provided the assistamce 
and information necessary to complete an application without regard 
to race. We did not attempt to remove the flexibility or 
discretion from the underwriting process, but did mandate that such 
flexibility and discretion be exercised without regard to race. 
Loan processors and underwriters will utilize a "check sheet" to 
help ensure that they solicit all information necessary for a fair 
evaluation of all applications. The check sheet will also require 
that black as %rell as white applicants be told of the opportunity 
to offer an explanation for deficiencies in their applications; and 
that black and white applicants be offered the same assistamce, 
which we discovered to be so important in obtaining a mortgage 
loan. Each rejection will be reviewed to ensure that all 
procedures were proper and that the decision was nondiscriminatory, 
i^praisals that might result in a denial of financing also will be 
revie%'ed by a person with expertise in appraising properties 
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loca ted in black residential areas. And persons lAio ultinstely are 
denied financing will be afforded an ofiportunity for an additional 
review and to sidsadt additional inforaation. 

The decree represents our best efforts to devise an effective 
rfnedial progms to redress the alleged fair lending violations. 
We intend to nonitor its isplenentation and evaluate its success 
carefully. 
II. iaiMW<i<ftiarr ft^rriyyTl*^ AFTER TXCMUR. 

Tbe Decatur lawsuit was the first in-d^th analysis of a 
lending institution to determine whether its policies «iere racially 
discriminatory, but the characteristics of Decatur thet started the 
investigation are not measurably different from many other lending 
institutions in the country. Nithin a month of our filing the 
Decatur case, the Federal Reserve Bank of Boston released a study 
of 131 banks in the Boston area idiich showed that the higher 
rejection rates of black and Hispanic aqppl leant s for home mortgages 
compared to idiite aqpplicants could not be fully explained by 
differences in the qualifications of the credit applicants. After 
controlling for those differences, black and Hispanic h om e mortgage 
applicants were still 56% more likely to be denied a loan than 
similarly situated idiite aqpplicants. In the wake of the Decatur 
cases and the Boston study, we believe that the esphasis should be 
on stepped up law enforcement rather than additional academic 
arguments regarding the meaning of the HMDA data. 

This need became clear to us as our Decatur case was being 
conpleted, and in November, 1991 we met with the financial 
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regulatory agencies to develop an enforcement plan. 
Representatives of the Federal Reserve Board, the Comptroller of 
the Currency, the Federal Deposit Insurance Corporation, and the 
Office of Thrift Supervision attended that meeting, as did 
representatives of other agencies with enforcement responsibilities 
in this area, including the National Credit Union Association, the 
Federal Trade Commission, and Department of Housing and Urban 
Development . 

Historically, %re had received very few referrals of alleged 
mortgage lending discrimination from the regulatory agencies, and 
our experience in Atlanta showed that such discrimination was 
difficult to detect. At the November meeting and during a series 
of subsequent meetings, %#e explained in detail our approach to 
developing a pattern or practice race or national origin 
discrimination lawsuit against a large mortgage lender like Decatur 
Federal. We explained that the traditional type of investigation 
that our Division has conducted for many years in other civil 
rights areas -- the review of all components of an institution's 
operation over an extended period of time -- is appropriate for 
investigating some aspects of the lending industry. This is 
particularly important where the focus is the lender's efforts to 
do business in minority neighborhoods, as evidenced through it's 
marketing, branching, and advertising practices. We also 
enqphasized that the questions raised by the HMDA racial disparities 
cannot be ans%rered by examining a small sampling of loan 
application files and attempting to evaluate disparate treatment, 
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a practice that had been prevalent in past agency £air lending 
compliance examinations. Most lenders will have a ready 
explanation for every loan they make and reject. A statistical 
analysis of a large number of loan files is often the only way to 
establish ifhether the lender has engaged in a pattern or practice 
of disparate treatment. 

This is not to suggest that a statistical analysis is required 
each time a person claims to be a victim of discriminatory lending 
practices. With an individual victim as a focus, it is easier to 
compare the individual's treatment with published standards or even 
to examine a sanqpling of files to evaluate disparate treatment; 
such methods have been used by private fair housing organizations 
for many years. But the task becomes exceedingly more complex idien 
%re start only with the HMDA statistics and attempt to evaluate 
pattern or practice concerns. 

We have met with representatives of all of the regulatory 
agencies on four separate occasions (and some of the agencies on 
many more occasions) to discuss enforcement options. In June 1992, 
%#e considered joint investigations of lending institutions with the 
regulatory agencies. Our staff could profit from the regulator's 
knowledge of the industry, and they could profit from our 
experience in civil rights investigations. While that method of 
investigation had some advantages, the Comptroller wanted his 
agency to fulfill its investigatory responsibility -- with the 
understanding that all patterns or practices of discriminatory 
conduct discovered %#ould be referred to our Department for 
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appropriate action. To assist the agencies in developing new 
examination standards, %#e have shared our views regarding the 
Investigatory approach necessary to document patterns or practices 
of unlawful discrimination. Including the type of statistical 
analysis of loan file information that \fe utilized in Decatur as 
well as the importance of probing the institution's branching, 
marketing, and advertising practices. We have had an opportunity 
to review the new fair lending compliance examination procedures of 
several agencies and they clearly stress the need for more thorough 
analysis than had been required in the past. The quality of the 
expected referrals will be the best test of the new examination 
techniques, and the Comptroller has e3q>ressed a willingness to 
employ additional statistical and investigative analysis if our 
initial review indicates that more work needs to be done to support 
a legal challenge. These developments are, in our view, quite 
positive. 

As matters now stand, the Department of Justice will rely on 
two methods to develop and file lawsuits alleging a pattern or 
practice of mortgage lending discrimination. First, \fe will pursue 
our independent authority under the Fair Housing Act and the Equal 
Credit Opportunity Act to initiate pattern or practice lending 
discrimination investigations, as %#e did in the case of Decatur 
Federal. We have recently initiated tnfo race discrimination 
investigations of large lenders that, like Decatur, operate in 
metropolitan areas with significant minority populations. One of 
these investigations is %#ell underway with our attorneys and 
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support 8ta££ having visited the institution on several occasions 
to examine and photocopy records. Ne expect to visit the other 
institution within the next several months. Ne also have underway 
several preliminary investigations of lenders in other large 
metropolitan areas. Finally, we are also looking into several 
mortgage lenders that operate in rural areas with significant 
minority populations. 

The second method for developing new cases is through 
referrals from the regulatory agencies. Late last year we received 
a referral arising from the Federal Reserve study of lending 
practices in Boston. That investigation is ongoing. The OCC has 
been particularly aggressive. Ne recently received a pattern or 
practice race discrimination referral from the OCC that appears to 
have been well investigated and which is currently under review. 
Ne also received three referrals involving age and sex 
discrimination from the OCC. All three had been well investigated. 
We concluded that they could best be handled administratively. 

I should note that we received referrals from the FDIC of 
three relatively small banks and a referral of another small bank 
from the OTS that they suggested may have engaged in discriminatory 
practices on the basis of race or national origin. He returned 
those cases to the agency for further review after finding 
insufficient evidence to warrant the commencement of a pattern or 
practice investigation by our Department. Ne have been informed by 
the OTS that the bank that is the subject of that referral is about 
to go out of business. He have not yet received other referrals of 
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pattern or practice race or national origin discriminati^a cases 
from the regulators, but expect that more will be forthcoming in 
the near future. 

The number of pattern or practice suits we file will depend on 
a variety of factors, including the number and quality of referrals 
we receive from the regulatory agencies and the cooperation of 
lenders in providing us with full access to necessary records and 
files. Most of the lenders we are investigating have been 
cooperative in providing us with access to such information. 
Without that cooperation, we would have to req^uest the assistance 
of the bank regulatory agencies to obtain records necessary to 
determine the presence of a pattern of discrimination. 

Investigations that do not require complex statistical 
analysis, such as investigations of institutions serving black or 
Hispanic populated areas but receiving few applications from 
persons in those groups will be much less costly. Investigative 
techniques such as testing can be used at the intake screening 
stage. Also, investigations requiring statistical analysis might 
be more cost effective if preceded by a preliminary statistical 
review of loan files to determine whether the full-scale analysis 
is appropriate. But in those instances where the full-scale 
analysis is necessary to determine whether the institution is 
operating in a discriminatory manner, the required analysis will be 
esqpensive. Ne are unaware of any shortcuts. Ne will, therefore, 
focus our resources on bringing lending discrimination lawsuits 
that are likely to have the greatest impact in the industry. The 
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Decatur case has had a resouDding effect. Many lenders have 
adopted voluntarily some of the remedies contained in the Decatur 
decree. 

In closing, let me say that we will continue to devote 
significant resources to this inportant civil rights issue. We are 
deeply committed to purging considerations of race from lending 
practices. This effort will be difficult and the battle cannot be 
won without the cooperation of all of the agencies that regulate 
this area. He are eager to work with the regulatory agencies and 
HUD to implement a concerted litigation effort. 
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INTRODUCTION 

f 

Mr. Chairman and members ofthe Subcommittee, I welcome the opportunity to appear 

before you today to discuss President Clinton's Community Reinvestment Act (CRA) reform 
initiatives and fair lending. The Administration is committed to ensuring that the benefits of 
a safe and sound banking system extend to all segments of society. Meaningful CRA reform 
and vigorous enforcement of banks' compliance with fur lending statutes are critical to 
meeting that commitment. 

As I have noted on numerous occasions since I became Comptroller, ridding the 
banking system of discrimination is one of my highest priorities. Banks play a unique role in 
the development and prosperity of a community. In addition to providing credit and other vital 
financial services, banks serve as poles of economic development. I firmly believe that greater 
access to banking services is one of the keys to rehabilitating economically disadvantaged 
communities. 

There are no two people I would rather have as allies in this effort than Henry Cisneros 
and Janet Reno. Through their words and actions, they have left no doubt of their resolve. 
I look forward to continued close and productive cooperation among the Office of the 
Comptroller of the Currency and the Departments of Housing and Urban Development and 
Justice. To succeed, we much fight discrimination as a team. We all have the same goal. 

In my statement today, I will first describe where we currently stand in our effort to . 
meet President Clinton's challenge to the federal bankmg regulators to make fundamental 
nchaoges in the way we administer the CRA. I will then describe other efforts that we are 
undertaking at the OCC to ensure that luitional banks provide credit on a noixliscriminatory 
basis. 
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CRA REFORM 

TTmWrtanHiny the President's Challenge 

The Preskiem has chaUenged tbe OCC and tbe odier fedend bti^^ 
fundamental chaoges in tbe way we administer the CRA. He has asked the agencies to 
develop cleaier and more objective standards for CRA performance, to eliminate unnecessaiy 
documentation requirements, aivl to improve consistency in CRA examinatioiis aivl 
enforcement. 

Meeting the challenge set by the President will not be easy. The CRA has been a focus 
of controversy throughout the fifteen years of its existence. From the beginning, bankers have 
complained about the high cost of complying with CRA regulations, while community groups 
have complained that CRA ratings do not reflect actual performance in helping to meet the 
community's needs. Fifding practical solutions that address these concerns has proven to be 
difficult in tbe past. 

Despite those difficulties, I am confidem that we will be able to make improvements 
in how we administer the CRA. But I must underscore that our efforts will not produce a 
panacea. Reform of CRA regulations and examination procedures caimot solve all the 
problems of distressed niral and uiban communities, nor answer all the complaints of bankers 
about regulatory burden. Nevertheless, we are committed to using this opportunity to improve 
the administration of tbe CRA. 

For many years, national banks have been expected to serve the convenience and needs 
of their communities. In many respects, the Community Reinvestment Act, enacted in 1977, 
is an extension and clarification of this long-standing expectation. The Act— and the 
regulations issued under the Act— require federal regulators to assess the record of each bl^lk 
and thrift in helping to meet the credit needs of all portions of its community, including low- 
and moderate-income neighborhoods, and to take that record into account when considering 
corporate applications for charters or for approval of mergers, acquisitions, branch openings, 
or office relocations. 

The CRA provides a framework in which depository institutions and community groups 
can work together to ensure that credit and other banking services are available to underserved 
communities. Under tbe inqietus of tbe CRA, many banks and thrifts have opened new 
branches, provided expanded services, and made substantial commitments to state and local 
governments or conununily groups to mcrease lendhig to all segments of society. 

However, tbe current CRA process often kicks credibility with tbe banking industry and 
tbe communities that tbe Act is mlended to benefit. While tbe vast majority of banks receive 
satisfactory CRA ratmgs, community groups compUin that many communities remain 
underserved because the CRA evahiation process does not focus enough on actual lending, 
investments, and services provided. At tbe same tune, banken compUui that tbe current 
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implementation of the CRA results in excessive burden relative to the benefits that the system 
produces. I have looked at individual bank CRA evaluations and find that both bankers and 
community groups have some foundation for their complaints. 

One of the principal goals of the President's reform initiative is to achieve a CRA 
rating system that commands respect from all parties. The President established several broad 
principles that will guide the agencies' reform efforts. He called for CRA assessment 
standards that are based more on measurable performance; less burdensome CRA examinations 
that are more consistent and even-handed; better public access to information on CRA 
evaluations; and tougher actions against instimtions with persistently poor CRA performance. 

FttMic Partkipation 

In your invitation letter, Mr. Chairman, you asked what the OCC has done to prepare 
to implement the President's initiative. We have prepared by gathering information on local 
credit needs from the risidents of distressed communities and from the bankers who serve 
them. I have personally devoted much of my time over the past few months to investigating 
these problems firsthand, in public hearings and in visits to inner-city neighborhoods. 

I consider these outreach efforts to be the key to improving CRA administration. One 
of the haUmarks of our democratic society is public participation in determining the 
govemmem policies that affect our lives. Many citizens believe that the CRA and fair lending 
stamtes have not provided to them the kind of access to credit and other banking services that 
many in our society take for granted. We caimot hope to solve these problems until we 
understand how they affect individuals in the community. 

To that end, the OCC, in coiyunction with the other federal bank regulatory agencies, 
held a series of public hearings across the country. We sought participation of consumer and 
other community groups, banks, and other public and private groups representing people in 
all circumstances. 

At the hearings, we asked for the views of witnesses on the following questions: 

o How can CRA regulations be improved to provide increased clarity, objectivity and 
e? 



Which of the present CRA assessment factors, if aqy, have forced banks to maimain 
unnecessary and unproductive documentation? How shoukl the regulators revise these 
ftctors? 

What objective ftctors can the reguhuors incorporate into the new CRA standards to 
focus community reinvestment activities on lending to low- and moderate-income 
individuals and neighborhoods, small businesses, and small fiurms; investments in low- 
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and modente-incoiiie neighborhoods; and provision of banking services to residents of 
low- and moderate-income neighborhoods? 

o In developing new CRA performance standards, should differences among banks and 
thrifts (eg., location, corporate structure, product lines) be taken into account? If so, 
how should these situations be incorporated into new standards? 

flgngral SiminMry of Wifni^M^' .^tafemgntg frcim CRA Hearinya 

OCC Staff is presently in the process of reviewing testimony and submissions from 
more than 230 witnesses who testified at the public hearings. The preliminary results of our 
review indicate that: 

o There was a widely felt need to base CRA evaluations more on performance, but most 
witnesses rejected a formulaic approach that relied on quotas or credit allocation. 

o Many witnesses recognized that other financial intermediaries, such as insurance 
companies and mortgage companies, reap financial benefit from operations in various 
communities but do not bear any of the responsibility for community reinvestment. 
The witnesses reconunended that CRA apply to these nonbank financial institutions. 

o A number of witnesses representing both bankers and community organizations stressed 
the need to differentiate between small and large banks. A few witnesses articuUted 
a similar need to differentiate between urban and rural banks, giving as an example the 
burden of geocoding for small banks that serve a single zip code or census tract. 

o Many witnesses pointed out the benefits of requiring HMDA-like data disclosures for 
small business loans. 

o Many witnesses urged regulators nor to adopt a "safe harbor" provision. 

o A number of witnesses mentioned the desirability of giving CRA credit for lending 
outside the current, narrowly defined community. 

o Many witnesses stressed the need for more targeted examiner training, with a hurge 
number testifying on the need for such training for lenders and community-based 
organizations as well. Many of these witnesses suggested that lenders need to establish 
contact and relationships with the communities they serve. They also suggested that 
examiners needed to make independent findings regarding community credit needs. 

o Many witnesses articulated the need for more diversity m the staffs and boards of 
financial mstitutions. 
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o Some witnesses mentioiied the use of strategic plans, to be jointly developed by the 
lenders and the community. Some witnesses noted that strategic plans could be tied to 
target areas such as enterprise, community development, empowerment or 
redevelopment zones. 

l>mcggding with CRA Reform 

The federal bank regulatory agencies are now in the process of evaluating the testimony 
that was presented at the public hearings, and translating them into specific reforms. We hope 
to meet the President's goal of publishing revised CRA reguUuions by the end of the year. 

In your invitation letter, Mr. Chairman, you asked whether the President's CRA 
initiative will be implemented by uniform interagency regulations. I fblly expect that it will 
be. The types of problems that bankers and community groups have identtfied with CRA 
administration are the same for each of the regulatory agencies. We conducted the public 
hearings jointly, and wj expect to develop a single interagency policy. 

I cannot tell the Subcommittee which of the recommendations that we heard in the 
public hearings we will adopt. That will be decided in the course of the interagency 
rulemaking process, which is just beginning. The general goals, however, are clear: to base 
CRA ratings to a greater extern on the degree to which instimtions actually provide credit and 
other banking services to the communities in which they do business, and to reduce compliance 
costs. 

Pterfenmncg.RaMd rRA Standards 

I believe that the most important step that regulators can take to improve CRA 
implementation is to base CRA evaluations less on process and more on an instimtion's actual 
record in helping to meet the credit needs of its community. CRA evaluations should place 
less emphasis on the number of meetings that a bank has held with comnumity and civic 
organizations and the number of advertisements it has run in local newspapers and aired on 
local radio and television, and more emphasis on the number of loans and other investments 
that the bank has made to low- and moderate-income households or individuab, community- 
development organizations, small and minority businesses, and small fiurms. Everyone should 
benefit from this change in emphasis. Low- and moderate-income communities should gain 
from increased community lending and investment, and improved access to banking facilities 
and services. Banks and ttirifks shouU benefit from clearer, more objective CRA standards 
which reduce regulatory uncertainty aivl compliance costs, and from the profits that these 
activities will generate. 

We must recognize that the regulators' evaluations of CRA performance cannot be 
based entirely on fixed numerical performance standards. The CRA performance standards 
must allow examiners to recognize the particular circumstances of each community and each 
financial uistimtion. But between a rigid system of numerical targets and the system we have 
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today, there is considenble room for improvement. Accordingly, the OCC is working widi 
tbe other federal banking agencies, bankers, and conununity and other groups to develop CRA 
guidelines that use both quantifiable and judgmental fiictors to evaluate an instimtion's 
performance in helping to meet the needs of its community. 

The President mentioned three broad categories of performance that revised CRA 
guideUnes might inchide: UmOng to low- and moderate-income individuals and neighborhoods, 
small businesses, and small fiurms; imestbig m the local community, with a particuUir focus 
on low- and moderate-mcome neighborhoods: Mnd proMng banUng services to residents of 
low- and moderate-mcome neighborhoods. I will discuss each of those categories briefly. I 
wish to make clear, however, that my remaiks are preliminary. I can speak only about goals 
and not about specific solutions. 

landing. In the CRA, Congress found that banks and thrifts have a continuing and 
affirmative oblig|tion to help meet the credit needs of their local communities. Banks 
and thrifts should meet this obligation through community-based lending, such as 
residential mortgage loans, home improvement loans, consumer loans, loans to small 
and minority businesses and fums, as well as loans to nontraditional organizations that 
enhance the quality of life in the community, such as nonprofit neighborhood 
development corporations and other noi^rofit entities that provide needed services. 

Investment . Investing in community-development corporations and projects, or 
purchasing bonds issued by local governments, can be another way of helping to meet 
the conununity's needs. However, making such investments will not in most cases 
relieve a bank of its other CRA responsibilities. 

Ranicing servicgg. The third area that the President highlighted is the need to expand 
the availability of bank services. An instimtion must be accessible to low- and 
moderate-income people in order to help meet the credit needs of its entire community. 
At our public hearings, community groups stressed the importance of fUll-service 
branches in low- and moderate-income uiban neighborhoods, poor nual areas, Indian 
reservations, aivl other areas that traditionally have been underserved. 

As we develop new CRA standards, we must recognize the diversity of the conununities 
that banks serve as well as the instimtional diversity that characterizes the bankmg and thrift 
industries. Such diversity argues agamst government specifymg in great detail all the methods 
banks and thrifts shoukl use to identify the communities that they serve or the ways mstimtions 
choose to serve those communities. 

How any particuUv institution meets its CRA obligations will depend on a variety of 
fiictors including its overall business strategy, size, financial resources, corporate structure, 
location, and the needs of the comnmnity m which it operates. For example, at the public 
hearings, representatives of community banks around the country emphasized, and the OCC 
agrees, that smaller comnmnity banks do not have the resources to undertake hurge. 
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sophistkated efforts comparable to those utilized by a few large banks to demonstrate 
satisfactory CRA performance. Nonetbeless, each community bank has the same obligation 
as larger institutions to identify and serve its entire community, inchiding low- and moderate- 
income urban areas and distressed rural areas. 

In your letter of invitation, Mr. Chairman, you also requested my views on whether 
stamtory language and the history of CRA permit the regulatory reforms proposed by President 
Clinton. The answer is clearly yes. The President's initiative is intended to improve 
efRciency and effectiveness by refocussing the processes involved in CRA compliance and 
enforcement. The OCC believes that the reforms to CRA compliance and enforcement being 
considered by the OCC and the other regulatory agencies are intended to better implement 
existing law. Under the CRA, the regulatory agencies are required to consider banks' CRA 
performance when considering corporate applications. However, as it stands, the Act does not 
prescribe specific actions that banks must take to comply with CRA or the means employed 
by the regulatory agencies in CRA enforcement. The specific reforms we will propose shouM 
represent a more efficidit, less burdensome approach to CRA examination and enforcement. 

OTHER REFORM INITIATIVES BY THE OCC 

In addition to participating in the interagency effort to revise the CRA, the OCC is also 
initiating several other efforts. We are reviewing our compliance examination procedures, 
which include fair lending evahiations; and we are improving examiner training. We will 
initiate a testing program to help detect discrimination in mortgage lending, and we are 
engaged in several joint efforts with the Department of Housing and Urban Development 
(HUD), the Department of Justice (DOJ), and the other banking agencies to combat 
discrimination in lending. 

New nrr Fair I^gtiding Rumination l>rncgduri>« 

The OCC's compliance examination has a central role in evaluating the success of 
individual banks in meeting the objectives of fair lending statutes. For the OCC, developing, 
testing, and revising examination procedures is a continuing process, both for safety and 
soundness examinations, which were first performed during the Civil War, and for fair lending 
compliance examinetions, a more recent activity. 

The OCC will do all it can, on its own and in conjunction with other federal regulatory 
and enforcement agencies, to ensure that all individuals have a feir and equal opportunity to 
gain access to credit and other financial services offered by national banks. We will use the 
tall range of our supervisory tools, including enforcement actions when necessary, to ensure 
the highest possible levels of compliance with Hit lending laws. When appropriate, we will 
also make referrals to and work with other enforcement agencies. Credit and other banking 
decisions simply caimot be nude on the basis of a person's skin color, ethnicity, religion, 
gender, age, marital or femilial status, or disability. 
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Findiogs of apparent discrimination by tbe OCC and the other federal financial 
institution regulatory agencies have, in tbe past, been rare. Formerly, we examined loan files 
one-by-one, looking for violations of law. Those procedures were predicated on the premise 
that discrimination consisted of well-qualified minority applicants being denied loans. 

In such circumstances, careful review of a denied applicant's loan file might reveal 
certain technical aivl procedural violations of the fair lending laws, such as improper 
requirements for spousal signatures and inadequate notification of the reasons for defying a 
mortgage loan application, but because we did not systematically compare loan files with one 
another, that process was not likely to detect differences in the amount of accoinmodatk>n aivl 
assistance that a lender provided to applicants. In many cases, such assistance— requesting 
explanations of derogatory credit information, suggesting ways to improve an applicant's 
reported income or reduce the appUcant's outstanding debt, or offering an appUcant loan 
options that might improve his/her ability to meet underwriting standards— can mean the 
difference between deniil aivl acceptance. 

It is our belief that discrimination, where it occurs, often affects applicants with some 
blemishes— relatively little time in a current job, past instances of late paymem on certahi 
obligations, high ratios of debt to income or housing expense to income— as part of their 
application files. In such circumstances, there is normally a basis for denial in the individual 
loan file. 

The critical question is whether the noted reasons for denial truly are disqualifying, or 
whether they reflect discrimination. The answer to that question often requires a comparative 
review of denied target-group applications with approved applications from a control group 
to determine whether the lender used the same unclerwriting standards and offered the same 
degree of accommodation, assistance, and flexibility to all applicants, regardless of race, 
ethnicity, religion, gender, age, marital or femilial status, or disability. 

To fanprove the OCC's ability to detect apparem discrimination, we have revised our 
procedures for conducting feir lending compliance examinations. In 1992, the OCC developed 
new procedures for examining residential mortgage lending by national banks, and conducted 
a field test of tbe new guidelines. In March 1993, tbe OCC issued new "interim" guidelines 
governing tbe examination of residential mortgage lending by national banks. We have 
implemented these "interim" guidelines, and examhiers m all sections of the country are 
currently using them. We believe that tbe experience of both bankers and examiners with 
these gukielines will enable the OCC to refine and improve them. 

The new fair lending compliance examination procedures inchide a thorough review of 
mortgage applications by mmorities for evidence of disparate treatment. Under these 
procedures, OCC examiners compare banks' actions on a randomly selected sample of 
applications by members of a muiority group with the banks' actions on a randomly selected 
sample of tbe majority popuUtion. The OCC has also undertaken a major study utilizing 
HMDA reports to analyze whether there are patterns of unfUr residential mortgage lending 
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.that are not evideiit from a review of a sample of applications. We have also stepped up our 
efforts to ensure that the banks' HMDA reports accurately reflect banks' actual lending 
behavior. 

Under our new fair lending examination procedures, an examiner will reach a 
preliminary conclusion whether there is a reason to believe a lender has illegally discriminated 
in lending. That preliminary conclusion could be based on the instimtion's own policies or 
pronouncements, documents from loan fries, or statistically valid analyses of the institution's 
lending. To ensure consistent application of the ' 'reason-to-believe" standard, an examiner's 
preliminary conclusions may be reviewed by, among others, one of the OCC's fair lending 
specialists. Ifthat internal OCC review affirms the examiner'sjudgment that there is a reason 
to believe illegal discrimination occurred-because of overtly discriminatory policies producing 
a disproportionately adverse effect, or disparate treatment of an applicant-we will notify HUD 
orDOJ, as appropriate. 

Our initiatives fdbus on residential lending because those are the only loans for which 
banks are permitted to collect information about the race, national origin, and gender of the 
applicant. However, I am also concerned about the possibility of discrimination because of 
race, ethnicity or gender in business, particularly small business and general consumer loans. 
I have directed my staff to explore whether collecting that information should be authorized. 



Our revised fair lending examination procedures, even when implemented by highly 
skilled, well-trained examiners, will not enable the OCC to discover how someone seeking 
credit was treated prior to submitting an application. To address that problem, the OCC has 
decided to use minority and nonminority testers. Our objective is to determine whether banks 
are discouraging applications from members of minority groiq>s or women before they reach 
the stage of filing an application. We expect to initiate testing early in 1994. If , as a result 
of our testing efforts, we reach a reason to believe that an institution is discriminating illegally 
in lending, we will make a referral to DOJ or HUD, as appropriate. 

Joint Effom with mm 

The banking agencies and the Department of Housing and Urban Development have 
implemented a memorandum of understanding to govern the processing of consumer 
complaints alleging violations of the Fair Housing Act. The memorandum covers complamts 
alleging discrimination in residential lending on the basis of race, color, national origin, 
religion, sex, flumlial status, and handicap. 

The OCC and HUD have formed an interagency working group to strengthen our 
efforts to counter discrimination in mortgage lending. Through that worldng group, HUD has 
shared with the OCC its testing methods learned from its experience with private fair housing 
groiq>s and local fair housing agencies. We are also working with HUD (aiKl the other 
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Ri^K to PtIVlLJ Act. 



The OCC iccogimct tint fecial skflh and ptpcedmcs ait lequiitd in its eyiminitk« 
for fompiiaiiDC widi staiu i cf and icgnlatioos peitaining to cqnal, nondiscrimiwitofy access id 
financial services. Accoi ding ly. for many years, the OCC has provided ils examination 
personnel widi specific training fof compliance examination. 



At the public hearings I m ent i oiiBd earlier in my statement, communiQr groups and 
baalpers alike c mpiiasiiB dllK need for better trained examiners. Tliey also confirmed that the 
OCC should ha^e a specialiied corps of exammers devoted to compiianrr programs such as 
CRA. BankoB complained that they were not given CRA con s ideration for qualifying 
( these activities were not *on the list* of activities fiuniliar to a paitkmlar 
' groups cited baBkers* fears of not receiving CRA consideration for 
1 community projects, or for providing other services to the community 
that might not produce the same immediate resuhs as making loans. 



The OCC has now adopted an 
ex amin er s wishing to specialize in 
compliance examination will receivi 

iw ci|i^fipii^ffp^ examinatiMis ■ inese 



training and career devetopmem program for 

work. Examiners choosing to specialize in 

lining hi die techniques and skills used 

will have simiter oppommities for advancement 
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in their specialization as those following the traditional commercial examination career path. 
Under the OCC's compliance examination program, some compliance examination specialists 
would be limited to that career path, but most would be able to move between compliance and 
safety and soundness— or commercial— examinations. 

CONCLUSIONS 

The President has chaUeoged the OCC and the odier federal bank regulatory agencies 
to make CRA regulation more meaningftil to all segments of the community and less 
burdensome to banks and thrifts. This reform initiative is part of a broader effort to ensure 
that the benefits of a safe and sound banking system extend to all segments of society. 

At the OCC, we are revising the methods we use to conduct feir lending examinations, 
so that we can more effectively detect and take action against lending discrimination. We are 
establishing an expanded training and career program for examiners specializing in compliance 
programs, and we are liaking it clear that this specialization will be viewed within the OCC 
as equal in importance to specialization in safety and soundness examinations. 

Banks provide services tiuu are essential to die economic life of the community and to 
the welfere of individual homeowners, proprietors, and e ntr e pren e u rs. One of my highest 
priorities duriiig my six months in office has been ensuring that these services are made 
available to all segments of our society on a feir and equal basis; and it will remain a top 
priority during the remainder of my tenure as Comptroller of the Currency. 
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Z apprttciat« tiM opportunity to appoar bafor^ this 
subconmittaa to discuss tha Conninity Rainvastaant Act and tha 
currant af forts of tha agancias to strangthan and iiQ>rova its 
adainistration. This statuta has bacoaa an axtraaaly important 
part of tha landscapa of financial institution suparvision in 
racant yaars. Across our nation it has affaetad tha ralationship 
batvaan thousands of banks and thrift institutions and thair 
conninitias — particularly low- and aoderata-incoaa naighborhoods. 
Institutions both larga and saall hava strugglad with tha lav's 
daaanda. Local groups hava aggrasaivaly usad it — particularly in 
tha applications procass— to pro apt coHaitaants for incraaaad 
landing to thosa vho aay hava baan ovarlookad bafora. Tha 
ragulators hava aought to anforca tha lav fairly and fully in tha 
faca of tha anoraous divarsity which axista aaong Aaarica's 
coaaunitias and its financial institutions. 

Tha raaults of CRA hava aaldoa baan to tha full 
satisfaction of aithar tha covarad institutions or coaaunity 
groups, and tha Praaidant haa diractad tha aganciaa to conduct a 
thorough reexaaination of our suparviaory approach. Thia ia a 
zaro basad raviav which will taka into account tha viawa of all 
affaetad partias. In doing ao, it is important to start froa a 
coBBon undarstanding of tha road wa'va travalad ainca tha atatuta 
waa anactad in 1977. 
ftPBgt Qt CM 

Nhila tha total iapact of tha CRA ia vary hard ta 
■aasura, Z baliava a fair aaaaaaaant would hava to ooneluda that 



Digitized by 



Google 



1S9 



2 
it hM gwMurmlly wmOm wuiy dapository iastitutions mot% 
Tmmjponmivm to tiM TmrnAm of thoir coavunitiMi. Of oouroo, tho 
lovol of of fort has variod vidaly aaong inati tut 1 oris. Cartainly 
it has not curad tha difiinvestnent that plaguas aany of our 
citiaa. But CRA has, in sy viav, baan vary instnaantal in 
opaning ohamials of ooaMunication batwaan tenks and thrifts and 
sagsanta of thair coavunitias that vara praviously undarsarvad. 
Mav ralationships hava baan astabliahad with ooaBunity groupa and 
individuals, nair products hava baan daaignad and aarkatad, and 
■any thousands of cradit applications hava baan takan fros thosa 
vho prsviously had no banking ralationship. Most inportantly, I 
mm oonvinoad that thousands of loans hava baan aada throughout 
tha country that would not hava baan aada but for tha CM. I 
hava parsonally travalad to aany coaaunltias and tourad nusarous 
projacts that ara now halping to stabilisa and ravitaliia 
coasninitias as a rasult of CRA. In addition, nusarous witnassas 
fros consuBsr and oosMunity organisations at haarings wa hava 
bald racantly hava tastif iad to tha valuabla contributions CKA 



But axactly what is tha ovarall laval of that landing? 
Z do not know, and Z suspact no ona doas. Ths co— unity groupa 
who trsek landing agraaaants with institutions point to ovor $30 
billion in comitaants for naw cradit. Many of thosa rn— itaants 
covar savarsl yoars and tharafora axtand into tha futura. 
Neraovar, Z know of no ovorsll assassaant of tha axtant to which 
ths CO— i fonts hava baan raalisad. Nhila foraal co— itaants to 
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3 
conmunity groups 9«t considsrabl* Badia attention, Z suspact that 
most CRA ralatad activity goes on outside the high profile 
negotiated agreements that receive so much attention. My own 
belief is that the true impact of CRA has far exceeded any number 
derived strictly from the formal commitments. If the figure is, 
for example, double the committed amount, it is a formidable 
amount indeed, and this fact should not be overlooked as ve 
evaluate CRA's effectiveness. 

Whatever the degree of nev lending attributable to CRA, 
it has not been accoBpliabed without numerous problems, vhich I 
will refer to later. But before doing that, there is an 
important point about CRA that's often lost in the debate about 
its flaws. If this Federal statute has, in fact, had the 
considerable impact I have described, it's important to note that 
this has been accoiQ>lished without a huge appropriation of 
government dollars, and without legions of bureaucrats to 
administer the program. These, of course, are very significant 
and topical matters — as current as the recently announced 
campaign to "reinvent" government in ways that eiqihasize theee 
very characteristics. 

CRA established a national goal end put considerable 
power in both supervisory agencies and the public to enforce it, 
but left the details of how this goal would be accomplished to 
local communitiaB and depository institutions. CRA counted on 
the unique economic ne eds, and the give and take in the local 
social and political scene, to define the specifics of the CRA 
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proqr mm tar •aeh coavunity. JHo onm in WAShiiigton has yst b««n 
mmployA to dscid« how nuch or vhat type of CRA landing should bs 
mads in the individual connunitiss you rsprsssnt. To ny way of 
thinking, that has bssn a considsrabls strsngth of the lav. In 
any review of CRA I believe ve nust acknowledge the value of this 
approach, at the sane tiBS that we search for iaproveBsnts. 
Mmma tar Janrove— at 

But all is not perfect as you well know. The 
flexibility that I've referred to has coae with a price. Bankers 
and aany conninity groups alike coaqplain that the standards are 
too vague. Our own exaainers would be aore oostfortable as they 
go about their very difficult job of assessing conpliance if the 
rules of the gaae were acre precise. Despite the ever increasing 
efforts of the agencies over the years to define Bore 
specifically the various levels of perforaanoe used in our rating 
systen, we are constantly faced with questions about "how aueh is 
enough," what loans get CRA credit, and exactly what "wei^t" 
different categories of loans will receive. Living with the 
current uncertainty aakes bankers nervous, oosBunity groups 
dissatisfied with their ability to hold instltutlona accountable, 
and everyone involved concerned about assuring fair and 
consistent evaluations by the agencies. And believe ae, no one 
would be happier than those in sy agency, who are charged with 
the day-to-day enforcement of the law, if we were "going by the 
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Thttr« also appears to ba coHBon agraoBant that too such 
OBphasis has baan placad on paparwork and process as opposad to 
performance. There is undoubtedly some truth to this despite the 
agencies' efforts to assure otherwise. But, it is important to 
keep in mind that, in soma sense, the focus on process is a 
natural outgrowth of leaving the definition of an appropriate 
level of performance up to the needs of the community and the 
capacity of its institutions. Nevertheless, the concern about 
focusing on paperwork rather than results is widespread enough to 
raguire careful evaluation. 

And, of course, there are other criticiams as well- 
that CRA is "too much stick and too little carrot" and that wa 
must search for more incentives to encourage good performance, 
that too many institutions receive satisfactory or better 
ratings, and that either too much or too little amphasis is given 
to CRA in the context of application processing. Suffice it to 
say that there are numerous areas of controversy where 
iiQ>rovaments may be desirable. 

Thus, wa have what to ma is a rather confusing scene. 
On the one hand, wa have an important national program that 
appears to have stimulated considerable landing and 
ravitalization in low-income and minority communities. And it 
has dona so in a period of great shortage of federal dollars, and 
without the rules and red tape that bedevil so many government 
efforts. On the other hand, Z know of no other regulatory area 
where there is such common agraamant that all is not ri^t and 
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that mamm "rafom" is nmcmmuKry. My ovsrall ••ns«, hoiMvar, is 
that in focusing so much on the iaiper factions of CRA, va nay have 
lost sight of its considerable benefits. 
Rwlw Process 

But surely ve can do better. And, it was in response 
to videspraad concern that the CRA can ba iaproved that the 
President issued his charge to tha agencies to rethink their 
adsinl strati on of this lav. In the President's CRA refom 
reguest, he asked the agencies to address several specific areas. 
These includes 

• developing nev regulations and procedures that replace 
paperwork and uncertainty with greater perforaance, 
clarity, and objectivity; 

• developing a core of well-trained CRA exaainers; 

• working together to proaote consistency, and even- 
handedness, to iaprove public CRA perforaance 
evaluations, to institute aore effective sanctions 
against financial institutions with consistently poor 
performance, and to develop aore objective, 
perforvance-based CRA assessaent standards that 
ainiaize the coaplianoe burden on financial 

inatl tut ions, while stiaulating CRA perforaanee. 

As you are aware, we are presently working with the 
other agencies to carry out the President's initiative. Working 
together is not new to us in this area. To proaote uniforaity in 
the approach to CRA, the Board, along with the other banking and 
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7 
thrift regulatory agancies, hava trorkad through tha Padaral 
Financial Institutions Exaaination Council, or FFIEC, for some 
tine. For example, through the FFIEC the agencies developed a 
common approach to the regulation, interagency CRA examination 
procedures, a uniform format for CRA public disclosures, and 
other regulatory material. We have a comnitaeiit to cooperation 
and uniformity, and I am confident that together we can meet the 
President's goals and that any revision of CM will be adopted on 
a common basis. 

Initially, our focus has been on assuring vide public 
input. The agencies have held public CRA meetings across the 
country to solicit comments on how to improve the CRA process. 
We have heard the views of over 250 bankers, community groups and 
small business owners, as well as members of the general public. 
From these meetings, we have been told what is working with CRA, 
what is not working, and what we need to consider to "fix" it. I 
can tell you that many of the stories I have heard — from bankers, 
small business owners and coaoninity groups — have bee n compelling. 
The stories, however, point up as many differences in perspective 
between the various groups, as they do common concerns. 

For example, while many may agree that it's important 
to find nev incentives to encourage better CRA performance, there 
is great disagreement about what they might be. Very 
understandably, banks which have sought and eehieved an 
■outstanding" rating would like to see this rewarded with a "safe 
harbor" tram protestp. Community groups, to put it mildly, do 
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not favor tho idoo. liliilo thmxm is coaMon oonoom about 
paparvork, thara is a growing racognition that any aovasant 
toward aora quantifiabla standards may raquira aora, not lass, 
data, and this is not a happy thought for aany. Likawisa, 
concam about tha disproportionata burdan on small institutions 
has causad soaa to suggast a saall institution axa^^ion. othars 
find this untanabla. Tha idaa of aora praoision in tha 
raquirsBants has vidaspraad siqpport, but difficult and 
c^ontrovarsisl issuas arias vhan it eonas to dafining what tha 
spacif ic miBbars mi^t ba or avan tha prooass by which thay mi^t 
ba sat. Noraovar, thara is taroadbasad conoam that in atta^pting 
to ba pracisa, wa aay fall into tha cradit allocation trap. Zn 
abort, although thara aay ba widaspraad agraaaant that CM 
raquiras soaa aajer rapairs, thara is vary littla agraaaant about 
tha appropriata fix. 

At this point, wa ara still analysing tha inforaation 
wa'va oollaetad and it would ba praaatura for us to offor any 
proposals. Tha Board along with tha othar aganoias will oontinua 
this prooass of assassing tha various arguaants and oonoams. Z 
ajqpaet that a proposal will ba publishad for additional public 
coaasnt in tha naxt faw waaks. 

You'va askad whathar tha statutory languaga will parait 
tha naeassary raforaa. Thara aay or aay not ba a constructiva 
rola for lagislation at soaa point, but it saaas praaatura to 
aaka that judgaant now. Wa will ba in a auoh battar position to 
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provida Msaningful thoughts on whothor logislation is nssdtod at a 
lator data. 
FMir landing Enforcmmmnt 

Finally, you have askad for information on tha steps we 
hava taken to assure cospliance with fair landing lavs. 

Initially, let se say that no single consular 
co^ili&nce issue is of sore concern to the Board, and ne 
personally, than assuring that tha credit granting process is 
absolutely free of unfair bias. 

Fairness in assessing credit applications, without 
regard to race, sex or other prohibited basae, is absolutely 
essential in our country. Let no one have any Misunderstanding 
on the point. Racial dlscriainatlon, no matter how subtle— and 
whether intended or not— cannot be tolerated. It robe the 
lending industry and our econoay of growth potential, end harms 
both individuals and society. 

We have a coordinated approach to this issue at the 
Federal Reserve which focuses both narrowly on examination for 
compliance with fair lending laws, and mora broadly at trying to 
assure that credit is made widely available to low- and moderate- 
income areas of our country — including those with substantial 
minority populations. Our approach to fair lending issues is 
thus a eosprehensive one that goes beyond examinations. It also 
involves an aggressive program to investigate consumer 
complaints, provide consumer and creditor education, and gain 
insist through research. Let me describe each segment briefly. 
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la tha ra«»Mrcii araa, thm Boston Padoral a ooo r v Bank 
study is wall known. 2n ay viav, daspita ita ahortcoaings, that 
study has done aora than any othar singla af fort to advanca our 
undaratanding— and incraaaa our concern — ^about fair landing in 
tha aortgaga aarkat. Othar raaaarch piacaa on HMDA data, 
houaahold dabt, cradit ahopping praeticaat tha aaooadary aarkat 
and othar ralatad aubjacta hava alao addad to our knovladga. 
Within tha naxt faw naaki wa will ba ralaaaing a coaprahanaiva 
report to Congraaa ooaparing tha riaka and ratuma of landing in 
low inoosa, ainority and diatraasad aaighborhooda ooaparad vith 
thoaa in othar ooaaunitiaa. Ihia too will advanoa our knovladga 
of tha problaa and how to halp aolva it. 

With ragard to axaainations, tha Board auparviaaa 
approxiaataly 1000 atata aaabar hanka for coaplianoa vith fair 
landing lava. Ihia involvaa oonsuaar coaplianoa axaainationa, 
conauaar coaplaint invaatigationa, and oonaunity affaira afforta. 
Tha conauaar coaplianoa axaainationa ara oonduotad by axaainara 
at tha Raaarva Banka vho ara apacially trainad in conauaar 
affaira and civil ri^ta cxaaination tachniquaa. Tha Board and 
aaeh of tha 9mamrym Banka alao hava ataf f aoabara vho daal vith 
conauaar coaplainta. In addition, tha ayataa haa a aubataatial 
CoBBunity Affaira prograa, aany of vhoaa aotivitiaa halp to 
advanca fair landing. Tha Board providaa ganaral guidanca and 
ovarai^t to 9mmmnfm Banka in thoaa araaa. 

Tha Board f irat aatabliahad a apacialisad conauaar 
coaplianoa axaat nation prograa in 1977. Through it, tha tvalva 
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ttmmmrv Banks conduct •xaBinations of stats Basbar banks to 
datarmine compliance with consunar protaction lagislation by 
using a group of specially trained examiners. The scope of these 
examinaticins specifically include the Equal Credit Opportunity 
and Fair Housing Acts. Prom the beginning, the examiners were 
instructad to place spacial emphasis on violations involving 
potential discrimination of the kind prohibited by those 
statutes. 

Tha Federal Rasarva System's consumer compliance 
examinations are schadulad at regular intervals and are 
comprshansiva. Bach state member bank is examined on a regular 
basis. An average of two-thirds of state member banks are 
examined each year. In general, examinations are scheduled every 
eighteen monthe for a bank with a satisfactory record. A limited 
number of banks with exceptional records can be examined every 
two years. Those banks with less than satisfactory records are 
to be examined every six months or every year, depending on the 
severity of their probleme. 

The examination procedures focus primarily on comparing 
the treatment of members of a protected class with other loan 
applicants. First, the bank's loan policies and proceduras are 
reviaiwed. Tbis is done by reviewing bank documents, as well as 
interviewing loan personnel. During this phase, tha examiner 
will seek to determine, among other things, the bank's credit 
standards. After the standards have bean identified, the 
examiner will datarmine whether those standards ware, in fact. 
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ly «Biji9 a mamplm of Tt^al loui appIioMits. 
Special note will b« takMi of oppIicationB roooivod froe 
■inori^oo* tfOBon, and otlMrs wIiob tho laws voro dosignod to 
protect. Tliis i»nr that tba owaal nar is looking at tha saaa 
infonatioB that tte bai* oaad to Mka its cxadit dacision^ 
inRl«lliig cradit history, iaooaia, and total dabt tonrdan. If 
thoss standards appaar not to hava baan asad, or no 
oonsistsntly, this would ba rtlamssad with landing 
a nora intansi^po invastigation voald typically ba andartakan. 
Finally, an ovaxall analysis of tha bank's tras ts w wt of 
iVPlicatioBs fron ninoritias, aoBan, and othars with tha 
oharactaristics dascxibad in tha fair landing lams is condaotad 
to datarmina ahathar thara ara any patterns or individnal 
Insts ncas atoara such ^pplioanta vara traatad laaa favorably than 
otbar loan lyplioanta. 

Anothar ragolar part of tha axanination incladaa 
convarsationa with paraons in tha iw— iinHj knovladgaabla about 
local cradit naada. Tha axaninara will routinaly aak about 
public p arc ^p t iona of tha availability of cradit to ninoritias 
and low- and nodarata-inooaa paraons. This infocaation nay 
soggast that a particular araa of tha bahk naada additional 
acrutiny and nay provida insights into boa tha bank is sarving 
tha cradit naada of ita local ui— unity , particularly thoaa 
protactad by tha antidiscrinination statutas. violations found 
through tha tachniquaa dascribsd abova raguira corrac t ion by tha 
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13 
institution, notification to tho applicant and rafarral to tha 
Department of Justice in appropriate cases. 

As you know despite these efforts ve have rarely found 
evidence that we can be sure proves racial discrimination. 
Consecniently, ve have been concerned about providing examiners 
with better tools to help them get the job done. Recently, the 
Federal Reserve System developed a computerized model for using 
HMDA data in connection with the fair lending portion of the 
examination. This model allows examiners to match minority and 
nonminority pairs of applicants with similar credit 
characteristics, but different loan outcomes, for a more 
extensive fair lending review. Once the pairs are selected, 
examiners pull the credit files for the applicants to determine 
if discrimination played a part in the credit granting process. 
While a comparison of minority and majority applicants has always 
been a part of the Federal Reserve's fair lending examination, we 
believe that this computerized selection process will enable 
examiners to focus their efforts and spend more time on the 
actual fair lending review of loan files. 

In addition to this "micro" use of the HMDA data, the 
Federal Reserve has developed (on behalf of the I^IEC) a 
computerized system for analyzing the expanded data collected 
under the Home Mortgage Disclosure Act (HMDA) . The system is 
extremely versatile and allows the data to be segmented by 
demographic characteristics such as race, gender, and income 
levels, or geographic boundaries. Examiners can now sort through 
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vmst quuititicai of data to focus attontion on apocif ic landing 
■arkets and draw ooapariaons batwean an individual HMDA 
raportar's parforaanca and of all landara in tha araa. With 
thasa capabilitias^ axaninars can nora raadily datamina trhathar 
a bank ia affactivaly aarving all aagnanta of ita aarkat, 
indading lov- and aodarata incoaa and minority naighborliooda. 
Wa hava baan holding HMDA training aaasions on hov to usa this 
systan around tha co untr y for our axaainara, as wall as thosa 
free otbar agancias. 

Tha Padaral Rasarva has alao davalopad tha capability 
to nap by coaputar tha gaographic location of a bank's landing 
producta, including aortgaga loans. This napping includas 
daaographic infocaation for tha bank's local coaaunity. Wa 
baliava that thia typa of analysis and prasantatiort will anhanca 
our ability to aasaaa a bank's CRA parforaanca in naating tha 
cradit naads of its local coamnity, including ainority araaa. 
It ahould alao ba halpful in avaluating a bank's gaogriq^ic 
dalinaation of ita local CRA aarvica araa to ansura that it doaa 
not axcluda low- and aodarata-incoaa naighbortioods. 
Consumer Complaint Program 

Tha Fadaral Raaarva's consuaar coaplaint program is an 
iaportant alaaant in our ovarall af fort to anf oroa fair landing 
lawa. Tha invastigation procaduraa in this ragard provida 
apacial guidanca with raapact to coaplainta involving loan 
discriaination. Such coaplainta can pro apt an on-sita 
invastigation by Rasarva Bank paraonnal at tha stata aaabar bank 
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accused of discrijiination. Ha hav« a rafarral agraaaant with HUD 
for nortgaga coBplaints and va hava rafarrad a numbar of 
complaints to that agancy for further investigation. Like our 
examinations area, ve are devoting considerable attention to 
strengthening our coaplaint processing system by increasing 
oversight, tightening deadlines for investigation, assuring more 
personal contact and making the public more aware of our 
procedures. 
EdueMtlanml Effortm 

We believe that education is an important part of our 
coordinated approach. We have distributed a brochure to all the 
institutions we supervise entitled "Home Mortgage Lending and 
Equal Treatment." The brochure identifies and cautions lenders 
about lending standards and practices that may produce unintended 
diacrialnatory effects. It focuses on race and includes ascamples 
of subtle forms of discrimination, such as unduly conservative 
appraisal practices in minority areas; property standards such as 
sise and age which may exclude homes in minority and low income 
areas; and unraalistically high minimum-loan amounts. Mora 
recently, a comprehensive bo6klet was published by tha Federal 
Reserve Bank of Boston entitled "{Closing The Gapt) A Guide To 
Equal Opportunity Landing." It too has been widely circulated. 
It is another useful tool for lenders that suggests adjustments 
in institutional behavior to correct racially disparate loan 
practices that may be occurring in spite of bank policies to the 
contrary. Ma have also published a broc^iura, antitlad 
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Mortgagss: ItedTstawding tbm P r oo — and Your Right to Paix 
Lending," to inform consiaers about the Mortgage application 
process and about their rights under fair lending and consuser 
protection la%ra. 
^^^i»^,nify Arr»ir» Program 

The Board believes thet the goal of ensuring fair 
access to credit can also be advanced by focussing on positive 
actions that a lender aay take to address such concerns. 
Consequently, through its ni-— unity Affairs prograa, the Federal 
Reserve conducts outreach, education, and technical assistance 
activities to help financial institutions and the public 
understand and address cossninity development and reinvestment 
issues. We have increased resources devoted to Ooasninity Affairs 
activities at the Reserve Banlcs — nov staffed vith more than 50 
people— to enable the Federal Reserve System to respond to the 
groving number of requests for information and assistance from 
banlcs and others on the Oosmunity Reinvestment Act, fair lending, 
and community development topics. Efforts have been expanded to 
work vith financial institutions, banking associations, 
governmental entities, businesses, and community groiqps to 
develop community lending programs that help finance affordable 
housing, small and minority business, and other revitalisation 
projects. Overall the Reserve Bank's Community Affairs programs 
sponsors or cosponsors about a hundred programs a year involving 
thousands of participants as a way to encourage economic 
development and assure fair landing. 
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Conelumian 

Our coa»itB«nt to fair lending has baen anphasizad by 
Chairman Greenspan and the heads of each of the other federal 
financial institutions supervisory agencies in a letter to every 
bank and thrift in the country. That letter dated Nay 27, 1993, 
expressed the agencies' concern that mamm ainority consuaers and 
saall business owners aay be experiencing discriminatory 
treatment vhen trying to obtain credit. The letter put the 
institutions on notice of our very serious concern, and urged 
financial institutions to aggressively undertake lending 
programs. Various suggestions vers provided on hour institutions 
could help assure fair landing. 

In spite of these efforts, Z am well avare of the 
concern about whether our enforcement — indeed our overall 
program^ — has been vigorous enough. Z can only assure you of our 
commitment to routing out every instance of unfair treatment and 
helping to assure more opportunities for all our citisens. The 
actions we are taking to augment our traditional examination 
techniques through new computer assisted analysis should help us 
considerably^ Moreover, our many efforts to encourage and 
instruct banks in ways to broaden their lending to low- and 
moderate- income borrowers should provide more qpen access. It 
is WY goal and it is the goal of the Federal Reserve System to 
ensure that all our citisens are being treated fairly. 
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Good morning, Mr. Chairman and Members of the Subcommittee. 
On behalf of the Federal Deposit Insurance Corporation ("FDIC"), 
I appreciate the opportunity to testify today on plans for 
implementing the President's Community Reinvestment Act ("CRA") 
initiative, and enforcement of fair lending laws. 

I. IMPLEME NTATION OF THE PRESIDENT'S CRA INITIATIVE 

When the President announced his CRA reform initiative on 
July 15, 1993, he called for (1) an increase in lending to 
underserved communities and (2) a need to streamline, clarify, 
and make the regulatory process more objective. A major focus of 
the reform is "performance over process . " 

The importance of reform cannot be overemphasized. Even 
before the President made his announcement, the FDIC was 
listening carefully to both the banking industry and to community 
groups for suggestions on how the agency could improve its role 
in ensuring that (1) institutions understand and comply with fair 
lending laws and regulations and (2) that loans are made 
available to communities, including those with low- and moderate- 
income residents. 

FDIC staff have sat on panels, convened roundtable 
discussions, and conducted workshops, all with the expressed 
purpose of determining what additional steps were needed to 
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ensure that £air lending laws %#ere observed and enforced. These 
e££orts have included examiners, finauicial institution executives 
auid commiinity representatives. 

Some o£ what we have heard was neither new nor surprising. 
What was di££erent about the comments was that financial 
institution executives, community leaders, small business owners, 
and others echoed similar sentiments about the state o£ community 
investment and fair lending and all shared similar opinions about 
what needs to be done to make sure this country's credit system 
is made more accessible to all who are creditworthy. In Chicago, 
for example, during a focus group meeting we sponsored with the 
Federal Reserve Bank of Chicago in May 1993, we heard women 
owners of small businesses and financial institution executives 
alike express concerns about such issues as the need for sound 
financial advice and management counseling, the need for improved 
government programs and more knowledge of those programs, and a 
perception that the "regulators" will not allow flexible 
underwriting. The purpose of this group was to discuss the 
obstacles to lending to women-o%med businesses and to identify 
ways of overcoming those obstacles. Representatives of the 
focus group are preparing a report that will chronicle the 
results of that meeting. 

As you know, the bank regulatory agencies also recently 
completed a series of hearings around the nation as part of the 
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President's CRA Initiative. These CRA hearings have underscored 
the views that had been previously articulated --in more 
informal settings -- about the regulators' responsibilities. I 
had the opportunity to participate in the majority of the 
hearings, and heard several of the same concerns expressed time 
and again. 

First, representatives from both financial institutions and 
the community stressed the need for more regular, consistent 
training for examiners. Many expressed a preference for a core 
group of examiners who specialize in fair lending and community 
reinvestment -- not just in the technical aspects of the laws and 
regulations, but with an understanding of the complexity of 
community development transactions. Financial institution 
representatives, community activists, and others have raised 
concerns about (1) whether the agencies are consistently 
assessing CRA compliance, (2) whether clear guidance is being 
provided to institutions on how to improve their CRA performance, 
and (3) whether the regulatory agencies have set realistic 
performance standards for financial institutions. 

Some have called for increased joint efforts among the 
regulatory agencies, the banking industry, and community 
representatives to produce clear, concise, and complete 
guidelines for the CRA examination process. The concern is that 
examiners and financial institution management know what is 
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expected of them in the CRA process and that community 
representatives be better able to understand and evaluate 
performance. In other words, the need for better communication 
and accountability among regulators, lenders, and the community 
was a consistent concern. 

Second, participants stressed the need for regulatory 
agencies to (1) increase their outreach efforts to the community 
and (2) scrutinize more closely the strength of relationships 
purportedly formed between financial institutions and the 
community. Specifically, participants urged the regulators to 
seek more input from community organizations and individuals 
during, or prior to, the CRA evaluation process and to verify 
that an institution's relationship with a community group is what 
the institution says it is. For example, when an institution 
says it is "actively involved" with a community organization, the 
regulators should determine that organization's role in helping 
to meet community credit needs. 

Finally, the regulatory agencies were urged to place greater 
emphasis on cooperation between financial institutions and 
community groups so that meaningful partnerships could be formed 
to address community and economic development problems across 
this country. 
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I witnessed this cooperation first hand recently in a 
walking tour conducted by Representative Floyd Flake in Jamaica, 
Queens, New York. Let me spend just a minute or two describing 
this area. 

Until the middle of this century, Jamaica was the center of 
commerce, government, and entertainment for virtually all of 
Queens Borough, New York. From the late 1960s until the early 
1980s, however, Jamaica experienced erosion of its position as 
the borough's largest business district. New regional shopping 
centers siphoned off downtown retail activity, resulting in the 
closing of all three do%mto%m Jamaica department stores, the 
relocation of two lending institutions headquartered there, the 
loss of its newspaper, and the departure of other jobs and 
economic activity linked to those anchors. Dispersion of local 
government offices further sapped the professional life 
traditionally found in Jamaica; lawyers, accountants, and other 
professionals and their support staffs moved out. This, together 
with broad changes in the residential population, left the 
downtown badly deteriorated. 

As I walked through the neighborhood with Congressman Flake 
and my fellow regulators, it was obvious, and reaffirmed by the 
Congressman, that 25 years of planning and hard work -- largely 
through the efforts of local collaboration among community, 
business, and government -- have brought a resurgence to Jamaica. 
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There is now a diversity o£ government -financed projects, 
including a new Federal building. Students attend classes at a 
recently constructed college campus. There is a network o£ new 
subway stations, and even a farmers' market. Up auid down the 
streets, retail storefronts that were once boarded up are almost 
all occupied. While there is still much work to be done, the 
neighborhood is steadily %#orking its way out o£ decline. 

I tell this story to make a point. The neighborhood of 
Jamaica, Queens, New York, shares mauiy of the characteristics of 
neighborhoods throughout the co\intry -- neighborhoods in New 
York, and in Washington, D.C.; Henderson, North Carolina; Los 
Angeles, California; Chicago, Illinois; San Antonio, Texas; or 
Albuquerque, New Mexico -- all the sites where the federal 
supervisory agencies held hearings in August and September. That 
is, Jamaica is filled with residents who %«ork, who o%m homes or 
who desire to own homes; and who wamt to live in a thriving 
community that provides the services and businesses that serve 
their convenience and needs. 

Lending institutions play an important role in making and 
keeping these neighborhoods strong. They are a primary economic 
lifeblood for many communities and financial institutions should 
take reasonable steps to ensure that necessary credit is made 
availaible to these communities. However, financial institutions 
alone cannot build or rebuild neighborhoods. 
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Clearly neither the government nor the coimnunity acting 
alone can carry the total burden of meeting all of a community's 
credit needs. There must be communication and cooperation --a 
partnership -- between the community and the financial 
institutions. These groups need one another to achieve their 
goals. It is obvious that a financial institution will not 
prosper and survive over the long term unless it strives to meet 
its obligations to the community it serves. At the same time, 
the community cannot prosper unless it understands all the 
resources that are available for it to tap into - including 
financial institutions --to provide the businesses and services 
it needs. With that understanding must come a realization by the 
community that financial institutions may be limited in what they 
can do, and therefore, other resources must be relied on as well. 

Where do we go from here? The information gathered from the 
hearings is being carefully considered as the agencies undertake 
CRA reform. Certainly, if the community and the lenders are the 
vehicles to spur community and economic development, then the 
regulatory agencies must be the fuel, so to speak, to help 
motivate both groups in the right direction. 

Our initiatives are intended to result in more clear and 
objective standards to guide institutions in their CRA 
performance and allow community groups, the public, and the 
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clear; vcsre ob^ec^l^pe eKHuLaanan p rocedures; 
Its cm FerfsTBKioe fivml^aftt-ioes ev^porrlsg essigned 
efforts to prov2.de eore 
Elaaacxsl lastxtutioa eiTiMjf.—.rit and 
Farther, any evmluatiOD standsTds sbould be 
Lfarsly applied by all tbe federal f izuocial i&stitutioD 



«e are siadful. faoMever. that objecti^re perfozsance 
sraadards vist not be so rigid as to uzideraine an institution's 
need for flexibility to develop innovative ways to extend credit. 
I:: or her words, "plain vanilla* loans way not serve the needs of 
the satioD's underserved areas. Further, while our examination 
standards need to be uniforsdy applied, we SRist have the 
flexibility to assess an institution's perforsAnce based on its 
capabilities anri its coasninity's needs. Each institution - like 
each cooBunity - is unique. 

Finally, we must find that delicate balance het%ieen 
"performance" and "process". The partnerships bet%»een financial 
institutions and the coonunity that are critical to this process 
often take tine, sometimes years, to form. He must be careful 
not to ignore the efforts needed to develop these relationships « 
Financial institutions should be encouraged to devote the time 
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necessary for more complicated community development 
transactions. This will do more to progress CRA than just making 
the easier, quicker transactions to meet arbitary dollar goals 
that may not be in the best long term interest of the community. 

We continue to work with the other agencies to meet the 
President's deadline of January 1, 1994. We are evaluating a 
number of options with the underlying assumption that no change 
in legislation will be required. We believe that significant 
change can be affected through the regulatory process. However, 
we will not hesitate to seek legislative change if we determine 
that it is necessary in order to inrprove CRA. 

Let me briefly turn to the steps being taken by the FDIC 
individually, as well as in conjunction with the other agencies, 
to ensure compliance with CRA and other fair lending laws and 
regulations. 

II. FDIC'S EFFORTS TO ENSURE COMPLIANCE WITH CRA AND 

FAIR LENPIWC lAWg 

The FDIC is committed to enforcing compliance with CRA and 
the other fair lending laws -- the Equal Credit Opportunity Act 
(ECOA) , the Fair Housing Act (FHA) , and the Home Mortgage 
Disclosure Act (HMOA) -- and the implementing regulations. 
During the past few years, we have concentrated our efforts on 
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retooling the coapliance ex a win ation fuzictioa and on establishing 
an effective outxeach pzogram. Both actions have helped the 
agency better evaluate conpliance with all fair lending laws. 

Briefly, we have established an examination staff dedicated 
solely to the consimer conpliance exanination program %fhich 
includes evaluation of compliance with the fair lending laws. 
There now are 266 authorized field examiner positions at the FDIC 
coii^>ared to 150 %fhen the program was first implemented in early 
1991. In addition, in each of FDIC's eight regional Division of 
Supervision ("DOS") offices, there is an Assistant Regional 
Director and an examination review staff with specific 
responsibility for the consumer compliance examination function. 

Previously, the FDIC relied on safety and soundness 
examiners with some training in compliance and a small group of 
examiners who specialized in compliance examinations. Our staff 
is committed to thorough assessments of institutions' compliance 
with the fair lending and other consumer protection laws. We are 
adding additional staff as necessary. In fact, we currently are 
receiving requests from regional offices for additional 
compliance examiners and we anticipate continued growth in the 
number of these examiners. 

Our compliance examiners are provided comprehensive 
examination procedures concerning compliance with applicable fair 
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lending laws and regulations. These procedures are reviewed 
regularly £or applicability and effectiveness and revised as 
needed. For example, in April 1993, the FDIC revised its FHA 
examination procedures to provide examiners more specific 
direction and guidance on the three basic components of the FHA 
examination process: collecting and evaluating various 
information; analyzing samples of approved and denied loan 
applications for possible signs of discrimination; and reaching 
conclusions about an institution's compliance with fair housing 
and ec[ual credit opportunity laws. 

Other initiatives underway for compliance examiners include 
the acquisition of various demographic data to assist them in 
better understanding the communities served by the institutions 
they examine. For example, we recently purchased a series of CD- 
ROM products from the U.S. Census Bureau containing the 1990 
Census data. An example of how we are using this product to 
provide examiners with more useful examination tools is the 
report, "Wide Area Census Tract Profile," a sample of which we 
have provided for the Committee's record. This profile, prepared 
by the community affairs staff of our Office of Consumer Affairs, 
provides population, housing, housing costs, income, employment 
and education characteristics. Additionally, since April of this 
year, we have been providing our examiners a series of HMDA 
Analysis Reports. These reports, which can be customized, allow 
examiners to do more in-depth analysis of an institution's 
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residential real estate lending practices. Moreover, we are 
evaluating the feasibility of purchasing data integration 
8oft%rare (analysis and napping) that will enable compliance 
examiners to conduct more accurate and comprehensive analyses of 
any of our financial institutions' loan portfolios and lending 
activities. 

In the area of outreach, we have moved toward creating 
policies and programs that will help the agency be more 
responsive to the public and the banking industry. Efforts 
intended to bridge the gap between financial institution, 
regulator, and the community resulted in the establishment of our 
Community Affairs Program in 1990 within our Office of Consumer 
Affairs (OCA) . The primary mission of this program is to 
encourage community outreach activity in order to promote fair 
and nondiscriminatory lending, and to provide greater awareness 
of the fair lending laws and regulations nationwide. The program 
assists examiners in carrying out their fair lending enforcement 
responsibilities, and in helping consumer and community groups, 
government officials, and other interested groups and individuals 
to understand and to participate in the fair lending and 
community development processes. As an example, a report on the 
Indian Tribes in our Kansas City Region was prepared to assist 
our examiners in understanding some of the unique issues faced by 
Native Americans. A copy of this report was submitted for the 
record . 
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A Community A££airs 0££icer and sta££ are assigned to each 
of the eight Division of Supervision regional offices. 
Recognizing the importance of monitoring and analyzing HMDA data 
and in educating financial institutions and examiners on anti- 
discrimination practices, we are currently adding a Fair Lending 
Specialist in each regional office and in the Office of Consumer 
Affairs in the Washington Office. Most of these positions will 
be filled by the end of November 1993. 

The FDIC also disseminates fair lending information to the 
industry and the public, including various pamphlets developed on 
an interagency basis that address practices that constitute 
discrimination. We provide speakers for, and participate in, 
fair lending conferences and seminars throughout the country. 
The FDIC also sponsors one -day compliance seminars for financial 
institutions where fair lending laws are frecjuently a significant 
part of the agenda. In addition, for over a decade, the FDIC has 
provided a toll-free consumer hotline for callers with complaints 
and inquiries about various consumer protection laws. 

It is not enough simply to oversee the fair lending 
activities of institutions. We also realized the need to take a 
look within our own agency to determine what changes were needed 
to more effectively and efficiently enforce fair lending laws. 
Earlier this year, we established an internal fair lending 
working group to further explore ways to strengthen the 
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enforcement of, and compliance with, the fair lending laws. This 
group, comprised of senior level staff from around the country, 
was charged with the mission of analyzing the FDIC's existing 
programs and procedures for preventing, detecting, and correcting 
discriminatory credit practices. This report, which has been 
presented to FDIC management, has over 40 recommendations 
addressing such topics as: (1) the FDIC's organizational 
structure, culture, policies, and procedures; (2) the FDIC's 
examination and supervisory process for monitoring compliance 
with the fair lending and other consumer protection laws and 
regulations; 3) the handling of consumer complaints; and 4) our 
outreach efforts to provide information to the public, financial 
institutions and Congress. A number of these recommendations are 
being implemented and a decision by FDIC management on the others 
will be announced by mid- November of this year. For example, our 
process for handling consumer complaints is undergoing a thorough 
review by the Office of Consumer Affairs ("OCA") to improve the 
overall efficiency of services provided. 

As you are aware, the subject of lending discrimination 
continues to be a cause for concern. One recommendation, in 
particular, from the fair lending working group calls for the 
development of testing guidelines for institutions to use to root 
out discriminatory lending practices at the pre -application 
stage. These guidelines are expected to be completed by yearend. 
However, institutions' willingness to share the results of their 
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programs with the regulators, or to self-test at all, may be 
undermined by the current requirement that the regulators refer 
all pattern and practice violations to the Department of Justice 
("DOJ") . That is, under existing law, if an institution finds a 
pattern or practice violation through testing and we become aware 
of it, even if corrective measures have already been taken, we 
are required to refer these cases to DOJ. Congress may want to 
consider amending the Fair Housing and Equal Credit Opportunity 
Acts to permit some discretion in referrals to DOJ where the 
regulators have determined that appropriate corrective measures 
have been taken. 

III. FDIC EFFORTS TO COORDINATE WITH THE OTHER FEDERAL 
RBgy^JTQRY AgBNCIES 

I mentioned earlier that neither financial institutions nor 
communities, separately, can expect to effect changes in the 
lending area. They must form partnerships. The same can be 
said of the regulatory agencies. Separately, each agency is 
working to improve fair lending enforcement, to encourage 
lending, and to conduct outreach. But we all realize that we 
cannot work in a vacuum. Therefore, we have joined forces to 
encourage greater awareness of fair lending and to encourage safe 
and sound lending throughout neighborhoods, including those 
designated as low- and-moderate- income. 
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A significant development is the Adninistrat ion's Credit 
Availability Progran, tihich was announced on March 10, 1993, by 
the four federal banking and thrift regulators, including the 
FDIC. The "Interagency Policy Statement on Credit Availability" 
seeks to improve credit availability, especially for low-and- 
moderate neighborhoods amd disadvantaged rural areas served by 
small -amd medium- sized businesses. 

To implement the credit availability program, the agencies 
subsequently announced several initiatives that address: lending 
discrimination and fair lending; documentation of loans; 
appraisal recjuirements; regulatory reporting requirements; 
valuation of real estate collateral; and examiner loan review and 
improved coordination of examinations. These initiatives are 
desicpied to make credit available in an equitable and 
'nondiscriminatory fashion. The initiatives also should result in 
more available credit to minority and small- and medium-sized 
businesses. 

Our work with the other financial institution regulatory 
agencies continues in the form of interagency committees in 
Washington and in various parts of the country that focus on fair 
lending issues from the examination and consumer affairs 
perspectives. The Consumer Compliance Task Force of the Federal 
Financial Institutions Examination Council CFFIEC"), which is 
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based here in Washington and which the Director of the FDIC's 
0££ice of Consumer Affairs currently chairs, has a number of 
projects underway to address fair lending. For example, the Task 
Force is working to make HMDA data publicly available as early as 
possible and to make the data more easily accessible. 

To say that there is unfinished business in the fair lending 
area is an understatement. Much work still needs to be done 
before any of us will be satisfied that barriers to credit 
availability in this nation have been overcome. 

The FDIC believes that strong and cooperative fair lending 
actions by the banking industry, supervision by its regulators, 
and partnership efforts by community groups and individuals, can 
only be beneficial. Thus, we will continue to support the full 
implementation of the President's CRA initiatives and remain 
diligent in carrying out our own policies to enforce CRA and fair 
lending. 
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INTRODOCTION 

Mr. Chairman and members of the Subcommittee, I am pleased to 
offer the Office of Thrift Supervision's (OTS) views on President 
Clinton's Community Reinvestjaent Act (CRA) Reform Initiative, and 
our fair lending examination and enforcement efforts. Both of 
these subjects are very imich in the forefront of our supervisory 
activities and we are committed to taking an affirmative, 
progressive posture toward them. 

My testimony will describe our efforts, in conjunction with 
those of the other regulatory agencies, to establish and implement 
the President's CRA initiatives. My testimony will also describe 
efforts we are undertaking and the problems we face in fulfilling 
our fair lending responsibilities. Finally, I will touch on OTS' 
affordable housing initiatives. 

CRA REFORM 

President Clinton's Reform Initiative 

There is a critical need to ensure that communities in this 
country have access to credit* Communities and financial 
institutions can vMDrk together under CRA to use credit as an 
engine for growth and revitaliiation That messaga forms the 
underpinning of president Clinton 3 CRA Reform Initiative. There 
are problems with our current approach to the CRA. Therefore, we 
welcome the President's reform initiative. 

We believe the President's initiative is intended to achieve 
several objectives. Let me begin by sumniarizing his specific 
requests to t&e agencies. First, he instructed us to work with 
bank and thrift institutions, the public i and the Congress to 
develop a new approach to CRA that emphasizes performance rather 
than documentation- Second, he asked us to complete this reform 
effort by January 1, 1994, Third, he stated we should develop a 
well- trained corps of examiners specialized in the CRA- Finally, 
he asked that we work to promote consistency and fairness, improve 
CRA performance evaluations^ and institute more effective 
sanctions against poor performers. 

The President suggested that the new evaluation standards 
focus specifically on three types of community reinvestment 
activities in both urban and rural areas: 

(1) lending to low- and moderate- income individuals and 
neighborhoods, small businesses, and small farms; 

(2) investments in low- and moderate- income neighborhoods; and, 

(3) the provision of banking services to residents of low- and 
moderate- income neighborhoods. 
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In short, the President asked ns to rethink the regulations 
that iwplettent the CRA* Tliia request recognizes th^t the CRA is 
o&e of the aore controversial pieces of ba.n.King legislation 
enacted in the past IS years* The cont^roversy over CHA has 
intensified in the past fe** years. The law has never been 
popaiar with many f iiuincial institutions vbo even today 
coeplain %tith soae justification about vague standards and 
unnecessary costs associated with compliance. Conversely, the 
agencies' aduLinlstration of the CRA has never entirely pleased 
community 9roups, who have consistently called for clearer 
standards and stronger enforceeent* 

The President's announcement presents both a challenge and 
an opportsinity to lessen the controversy over CRA^ to refocus 
interagency regulatory efforts on the original intent of the law 
by encouraging service to nnderserved co— unities # and to reduce 
regulatory burden. 

To aeet this challenge, the agencies' goal is to reform CRA 
regulations and supervision to iaprove service, including 
lending perfomance, clarify standards, and sake CRA performance 
assessments pore objective, lie believe this goal can be met 
without adversely affecting safe and sound banking practices. 

Overview of Public Bcarii»qs 

During August and September 1993, the agencies held seven 
public bearings throughout the nation to solicit c o— c n ts on the 
CRA refom effort. Hearing participants were asked to co— le n t 
on four key questions: 

(1) In what specific ways can the CRA regulations be ii^roved 
to provide increased performance, clarity, and objectivity? 

(2) In what specific ways, if any, have the existing 12 
assessment factors forced banks and thrifts to maintain 
unnecessary and unproductive CRA documentation? How should 
they be changed? 

(3) What objective factors should be incorporated into the new 
CRA standards to focus CRA activities on lending, 
investments, and banking services? 

(4) And, finally. In developing new CRA performance standards, 
should differences in banks and thrifts (location, 
corporate structure, product lines, etc. ) be explicitly 
taken into account? 

The hearings were well attended and constructive. We 
listened to jsany witnesses in those hearings, including 
representatives of community groups, small businesses, and the 
banking and thrift industries. The witnesses raised a variety 
of issues and concerns I was personally impressed not only by 
the candor of most witnesses, but by the strength of their 
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convictions. 

Pertoraance-bosed Standttrda 

Both the industry and community groups indicate that the 
current CRA evaluation system places too much emphasis on 
docusientation of process rather than actual results; and that 
there is too much subjectivity in the evaluation process. 

During the hearings, there was some debate as to whether 

quantitative measurements should be used to measure performance. 
There was also debate as to what those measurements should be 
and how they would take into account differences Ir communities 
and institutions Given the special characteristics of each 
community and the financial institutions serving it, we do not 
believe that CRA evaluations can be based on an entirely 
objective set of performance criteria* Institutions must retain 
the flexibility to respond to unforeseen contingencies and 
differences among community needs. 

A number of participants felt that an institution's size, 
location, and business orientation should be considered in 
developing new perforraance standards , and that certain 
exemptions should be available for small and minority 
institutions. Some participants suggested that minority 
institutions should be allowed to target their lending practices 
to a designated minority group rather than a designated 
community. Other participants suggested that the agencies 
establish incentives, such as a "safe harbor,*' for institutions 
with good CRA performance, although many strongly opposed 
incentives by arguing that they would reward an institution for 
doing what the law already required. 

There was a good deal of discussion about the absence of 
branches or banking services in many urban and rural areas. 
Many participants argued that banking services, including 
branching activities, should be considered in evaluating CRA 
performance. 

Many participants supported the idea of requiring financial 
institutions to develop, with local community -based 
organizations, a strategic CRA plan that would be subject to 
review and approval by the appropriate regulatory agency. In 
this way, CRA performance could be tied to a particular 
institution and its community, and the institution's performance 
could be measured against what was set forth in its strategic 
plan. 

At this point, I cannot tell you exactly what the new 
performance standards or evaluation criteria will be. However, 
we would like to see those standards or criteria take into 
account the nature of a given community and the particular 
characteristics of the financial institutions that are chartered 
to serve that community. We also want to develop clearer and 
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more objective CRA standards to reduce regulatory uncertainty 
for financial Institutions as well as promote increased 
conununity lending, investntent, and services. CRA guidelines 
that use both quantifiable and judgmental factors to evaluate an 
institution's performance in meeting the needs of its community 
would be very beneficial- 

gxaaination Procedures and Approach 

The examination procedures for CRA were developed on an 
interagency basis to help ensure consistency* Even so, given 
the subjective nature of the underlying performance attributes, 
two examiners reviewing the saiAe set of facts and circumstances 
might easily come to different conclusions « The current level 
of subjectivity in the examination process is unfair to 
financial institutions- It also makes it difficult for the 
public to make meaningful comparisons of the performance of 
different financial institutions in the same community. 

As part of the President's mandate for reform, the agencies 
will rewrite the examination procedures in a way that makes 
better use of objective measures of performance. We believe 
that increased objectivity promotes better CHA performance. 
Adding clarity to the process cuts down on aspects of the 
current system that are considered burdensome and costly. 

Many hearing participants stated that examiners need to be 
better trained on the CRA and that they should be more 
consistent in the rating process. In line with the President's 
request, we will increase the training our examiners receive 
in the CRA. 

No one denies that we can do better, but I would like to 
mention the most important component of OTS' CRA examination 
process - our specialized compliance examination program. Under 
that program, which we established in 1989, compliance 
examinations are conducted by specially trained and career 
professional examiners in our five regional offices* We have 
also established a new '^Community Affairs Liaison" position and 
have formally elevated the management level of the compliance 
examination program. 

CRA compliance is reviewed as part of each compliance 
examination A substantial portion of the curriculum of our 
three compliance schools is devoted to CRA training. We must 
now turn our attention to supplementing that training for our 
compliance examiners and developing training programs on 
affordable housing loan evaluation for our safety and soundness 
examiners . 

Public Bvaluations 

Public CRA evaluations of financial institutions should 
thoroughly explain the factors that lead to the assignment of a 
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particular rating. The evaluations should permit aeaningful 
comparisons of ratings, including comparisons of institutions 
regulated by different agencies. 

We intend to consider ways to make it easier for members of 
the public to obtain copies of CRA evaluations. Copies of 
evaluations are available from institutions, but the public 
frequently prefers to request them directly from the regulators. 
Thi9 vight require contact with four separate agencies in order 
to obtain copies of evaluations on institutions in a particular 
conuiiunity- Facilitating access to copies of evaluations %fOuld 
stimulate more active community participation in the CRA 
process . 

Enforcement 

Community groups in particular criticized the agencies for 
not properly enforcing compliance with the CRA, The enforcement 
of the CRA relies primarily on the agencies' authority to deny 
corporate applications from institutions with unsatisfactory CRA 
records. Institutions that are not planning any corporate 
applications face few consequences for unsatisfactory CRA 
performance* We need to review outside avenues outside of the 
application process to encourage satisfactory performance for 
all institutions. 

Other Issues 

There was considerable discussion about the types of 
activities for which an institution should receive "CRA credit.** 
Some complained about the lack of CHA credit for lending 
activities of groups or consortiums that lend outside an 
institution's delineated community but serve low- and 
moderate- income areas The recommendations made to address CRA 
credit included adopting a broad definition of "community" to 
include these types of investments^ giving credit for such 
investments r and giving credit for other activities that 
indirectly impact lending ( e * g ■ , loan counseling and borrower 
education^- This latter activity was considered critical to the 
lending process in many low- income areas. 

A particularly contentious issue involved the coverage of 
any proposed Home Mortgage Disclosure Act (HMDA or CRA 
revisions. Many participants felt that CRA coverage should be 
expanded to include lenders other than financial institutions, 
such as mortgage brokers » Similarly many supported the 
expansion of HKDA data to include small business and other 
coomiercial real estate activities of financial institutions, and 
also suggested that data on lending activities of rural 
Institutions not covered by HMDA be made available to the 
public. Finally, some participants suggested ways to expand the 
secondary market for nonconforSdng single- family home loans, and 
for creating a secondary market for multifamily and small 
business loans. 

- 5 - 



Digitized by 



Google 



168 



specific ltefoT»a to Bnsure Bf fectlvenjgas and gff iciency 

We have not completed our revie%^ of the written testinony 
presented, but one thing is abundantly clear: there is much 
dissatisfaction with the current system. Beyond that, hotiever, 
the record is less clear there ore significant differences in 
approach and philosophy that need to be ironed out, and there 
are many different ideas regarding what the problens are and 
how they should be solved. 

Our challenge is to translate the thoughtful and 
constructive criticisms of the current system into a new system 
that works* This is not an easy task, and our ultimate results 
may not please everybody. Nonetheless, we believe there are 
opportunities for improvement in the regulations, examination 
policies and procedures, examiner training, performance *based 
standards, public evaluations/ and enforceoient . 

FAIR LBNDIIIG INITIATIVBS 

Major Supervisory Issues 

Discrimination is intolerable, socially and economically 
destructive IT and unequivocally illegal. An essential part of 
our mission is to ensure that the savings associations we 
regulate treat loan applicants fairly and consistently under 
the law. As laudable as this mission is, achieving it raises 
complex issues. First, as supported by the recent work of the 
Federal Reserve Bank of Boston and the U S. Department of 
Justice (DOJ), we need, among other things, better detection 
tools to properly analyze disparate lending patterns appearing 
in HHDA data and to uncover both overt and subtle differences 
in the way applicants are treated. 

Second, the industry and the regulators must adequately 
address the impect of the subtle as well as overt 
discriiaination and certain underwriting standards have on the 
availability of credit. Forms of subtle differences in the way 
applicants are treated include i having minority loan 
applicants wait longer for loan officer attention than white 
applicants; a presumption that minority loan applicants with 
some flaws in their credit histories are not creditworthy but 
that white applicants with the same flaws are good credit 
risks; and a willingness by loan officers to work with white 
applicants with credit flaws but not with minority applicants 
with similar credit problems < Underwriting standards such as 
minimum loan amounts, maximum property age or minimum property 
values could have the effect of excluding minority areas from 
lending activity. The Federal Reserve Bank of Boston study 
suggests that these differences may contribute to the gap 
between white and minority mortgage approval rates p Better 
training of both examiners and the industry is imperative to 
address subtle discrimination* 
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Third, the regulators face a crisis of credibility. We 
are perceived as part of the problea and not part of the 
solution. We need to take strong action based on solid, 
well-documented enforcement cases to demonstrate what activity 
is unacceptable. This will serve as instructive guidance to 
the industry. 

OTS and Interagency Fair Lending Efforts 

A9 previously laentioned, OTS established its specialized 
compliance examination program In 1989. Under this program, 
compliance examinations are conducted by specially trained and 
career-professional examiners in our five regional offices. 
The fair lending law^ and regulations are reviewed as part of 
compliance examinations along with consumer protection laws, 
such as the Truth in Lending Act# as well as the CRA and the 
Bank Secrecy Act. 

Last winter, we began an internal effort to carefully 
review our fair lending activities with the goal of improving 
our performance. We were very concerned that our fair lending 
examination and enforcement efforts were out of step with the 
times we learned much from oar participation with the DO J on 
its case against Decatur Federal Savings and Loan Association 
and from our analysis of the Federal Reserve Bank of Boston 
study on mortgage discrimination^ and recognized that 
refinements to our program were in order. 

Consequently r we took a fresh look at bow we are 

administering our fair lending responsibilities. He concluded 
that we could do better, we developed a three -part plan to 
combat lending discrimination in the thrift industry involving: 
(1} improving the discrimination detection techniques used by 
our examiners; (2) strengthening our enforcement response by 
ensuring that appropriate referrals under the Equal Credit 
Opportunity Act (ECOA) are made to DO J and to the Department of 
Housing and Urban Development {HUD) and that formal enforcement 
actions are taken to address noncompliance, where warranted; 
and (3) working with the industry and other interested groups 
to create a better sense of awareness about discrimination 
through education as a means of preventing it. 

Some of the initiatives that we identified as improvement 
opportunities are now being pursued on an interagency basis, as 
indicated below. 

I, Improving Discrimination Detection Techniques 

Our fair lending examination procedures must take full 
advantage of our recent experience and of the HMDA data . The 
Federal Reserve &anlc of Boston study on mortgage discrimination 
and the results of the DOJ investigation of Decatur Federal 
raise questions about the effectiveness of our current 
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Ij^ aora sopkisti cmf d 
tioQ tcrtmlqpgs ars ascessary. 

az« based cm a ""hypotliasis t as t ing * 

drwrnlnq infereskces frxm available landing 
Bt of applicaats of differmt racas, 
or sexas. if a dlsp&ritr is identified, the 
kypotbesls { e»g^^ black »&I«£ ^re treated less 
favorably than ebite sales) ^r.z tests tbie «.f fected group 
against a oontrol groop of sinilarly sitoatcd vivite applicants. 

Ibis pr oc es s can be inproved by develc^ing a better way to 
compare groeps of applic^r.ts^ Far egraiiple, as nade clear by 
the BostiM stady« differential tmatneet Is nost likely to 
occur witb a^pl leasts tliat have i^erfectiotas ar blenlsbes in 
tbeir credit blrtories; individuals witb nodel credit histories 
are able to obcaiA credit jmd clearly lUkcreditwortby applicants 
are ^dt^ regardless of race. Applicants that raise red flags 
require "cr* s^jective evalnatioa by loaa officers, which 
introduces tbe opportunity for bias to enter into the lending 
decision. 

In an effort to i m p ro ve our examination approach, we will< 

o W^pi^^ and improve our compliance training curricula through 
tbe development of an adv&nced conpliance examiner training 
school cm credit discriaii^atiof^. 

lie believe that an achranced fair lending class geared tofwerd 
experiertced field exaniners would significantly enhance our 
training effort, tfe are already planning our advanced eyaminer 
training school and are doing so with the other agencies. Wa 
plan to have a pilot program in place in early 1994. 

o Work with other agencies such as DOJ and HUD, and civil rights 
experts to explore alternative discrimination detection 
techniques, such as testing, for their possible application to 
our examination approach. 

lie believe that in order for us to improve our overall fair 

lending program ^^ we have to be open to considering novel 
approaches. Consequently, we have discussed testifig with 
several civil rights groups and sent a letter to HUD on 
March 29, 1993 offering to participate in their testing 
progran. We have indicated to the Urban Institute that we 
would provide advice and guidance on a research-oriented 
testing project it would like to pursue, lie have also offered 
to work with HUD in interpreting the results of the findings 
from its testing project. 

o Support the Federal Financial Institutions Bxamination 

Council's (FFIBC) effort to review and improve the fair lending 
examinatiom process, including ways to better use BUM data to 
identify Iwy lending disparities and potential problems that 
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should receive intensified examination emphasis. 

The FFIBC project to revise the fair lending examination 
procedures Is ongoing, and we are nearing the point where the 
new procedures can be field tested. 

II, strengthened Fair Lending Enforcement 

An amendment to the ECOA in 1991 clearly requires the 
regulatory agencies to make referrals to DOJ when they have reason 
to believe that one or more creditors is engaged in a pattern or 
practice of discrimination or discouragement. This affirmative 
requirement is in response to the agencies not having made 
referrals in the past The prior statutory standard only 
authorised referrals to DOJ when an agency was unable to achieve 
compliance on its own. 

To strengthen our fair lending enforcement efforts, we will: 

o Ensure that OTS staff receives adequate guidance and support in 
the use of available OTS formal enforcement actions, including 
civil money penalties, for fair lending violations. 

We have an obligation to use our existing enforcement authority 
to take formal action for violations of the fair lending law& 
where warranted and to working with HUD in connection with 
alleged violations of the Fair Housing Act (FHA) We are 
preparing legal guidance for our field staff on discriminatory 
treatment and the use of formal enforcement actions for fair 
lending violations We will also be involved in a similar 
effort being undertaken by KUD and the Office of the 
Comptroller of the Currency* 

Additionally, we are conducting a compliance training session 
for our regional counsel to update them on compliance issues, 
with a focus on fair lending enforcement matters that will 
address standards of proof. 

III. Enhance Industry Edacation and External Communications 

The agency can also play a larger role in educating the 
industry about specific lending standards and practices that may 
cause discrimination, and in identifying alternatives to those 
standards and practices > The debate and discussion in the fair 
lending area is increasingly not about overt discrimination but 
about subtle discrimination and seemingly neutral practices that 
have the effect of discriminating. 

To enhance industry education and external communications, we 
will: 

o Develop regional fair lending seminars for industry executives 
that focus on regulatory fundamentals as well as subtle lending 
practices that impede the ability of low-income and minority 
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individuals to obtain credit. 

We are in the process of developing industry seminars on an 
interagency basis and plan to hold the first session in the 
near future. 

o Hold periodic aeetings with various tea— unity organisations to 
discuss com— cr and fair lending issues, and to share ideas on 
ways to iaprove fair lending efforts. 

We have already held aeetings with several proadnent c u — un ity 
organizations on our fair lending strategy and will continue 
this process in the future. 

TV, Other Initiatives 

There are several other interagency initiatives that are 
ongoing or have been recently coaipleted. 

o BMDA data plays a signliicant role in our credit discrlminatLon 
examination process. To enbance its usefulness, we developed 
ejcpanded analysis for each HMDA reporter and each Metropolitan 
Statistical Area in which it originated or purchased loans <r 
This analysis pinpoints lending disparities for the exaiztiners 
and eiiables thee to eake better use of their available 
examination tiae. 

o The agencies are developing a new supervisory enforcement 

policy for the BCOA and tha FHA. Once adopted, this new policy 
will, for the first tine, set forth a unifomi supervisory 
response by the agencies to various BCOA and tha violations* 

o The agencies held a national compliance conference through the 
FFIEC In March 1993. Fair lending was a significant coaponent 
of this exajniner training session. 

o On Nay 27, 1993 the agency heads issued a joint statenent to 
the Chief Executive Officers of regulated financial 
institutions regarding the agencies coianiitMent to enforcs i s nt 
of the fair lending lavs. The letter suggested several fair 
lending activities that financial institutions should consider 
as part of their own efforts to coabat discrimination. 

Cooperation with the Department of Justice 

We are coraiitted to working closely with the DOJ as part of 
our overall enforcement responsibility under the fair lending 
laws> Our relationship with DOJ goes back to the early staaes of 
that agency's investigation of Decatur Federal, when it indicated 
that it wanted to e^cplore the use of an analytical model to see if 
systematic patterns of discrimination could be identified in a 
financial institution's application records. 

OTS and DOJ agreed that both agencies %iould benefit from a 
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cooperative effort and that Decatur would be the test case. DOJ 
was very interested in learning about our examination process and 
how we test for discriminatory treatment of mortgage loan 
applicants. To our knowledge, DOJ had never participated with a 
Federal banking regulator in a field examination and the Decatur 
examination offered it an unprecedented learning opportunity to 
bolster its experience level and strengthen the overall 
investigation. 

Since the Decatur investigation, we have had several meetings 
with DOJ and wish to continue our working relationship with it in 
a way that will be advantageous for both of our agencies* For 
example, DOJ developed a listing of roughly 200 lenders whose HKDA 
records for 1990 and 1991 indicated possible disparate lending 
patterns based on race, and provided the listing to the banking 
regulatory agencies and HUD. DOJ asked each agency to narrow the 
list of its institutions down to four or five that might be 
suitable candidates for joint investigations between the agencies 
and DOJ. 

We have nearly completed our review of the OTS-regulated 
institutions on DOJ's list. In order to add more value to this 
process, we have decided to conduct special targeted fair lending 
reviews of these lenders and make direct referrals to DOJ should 

our findings so warrant. 

OTS AFFORDABLE HOUSING INITIATIVE 

As you know, the thrift industry has emerged from a turbulent 
and trauinatic period. However, those who have survived have 
weathered the atorm well and are in generally strong financial 
condition The industry now faces new challenges as well as new 
opportunities . 

A major challenge and opportunity involves making affordable 
housing credit available to meet the needs of low- and moderate- 
income individuals Some thrifts have already seized the 
initiative and have found that providing affordable housing 
financing is a viable business. 

While there is a substantial obligation under the CRA to take 
an active role in affordable housing, we prefer to focus in terns 
of new business opportunities. Government and the industry need 
to work together to help meet this pressing need in underserved 
communities while maintaining the safety and soundness of the 
industry. 

Over the past several months, staff at 0T£ have held 
extensive discussions with a variety of groups and organ iiat ions 
with an interest in affordable housing, He have also undertaken a 
review of our internal processes and practices > He have become 
aware of successes already achieved by thrifts and other financial 
organizations in providing such financing. We alao recognize the 
existence of various regulatory and other barriers that work to 
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__^ an institution's ability to provide affordable housing 

credit. Out of these deliberations have energed initiatives for 
0T8 that we plan to carry out over the next several sonths. Let 
mm describe our agenda briefly s 

o Review of risks and returns — Drawing from the experience of 
thrifts, banks r and others, we will review the risk profile 
and profitability of affordable housing lending over the past 
severe! years, and identify particular techniques or 
characteristics that have been associated with successful 
progranfi. Our review will assist us in understanding and 
evaluating affordable bousing lending, and in making informed 
and intelligent regulatory decisions with regard to such 
lending. 

o Exepiner training — We will develop a specialized program 
for safety and soundness examiners to help then sore 
effectively evaluate and understand affordable housing 
landing. 

o Regulatory barriers — We will continue to identify 

regulatory and other barriers to affordable housing lending. 
We will also consider what measures we can take, consistent 
with safety and soundness, to encourage affordable housing 
lending. 

o Affordable housing lending performance — We will explore 

methods to better understand the affordable housing lending 
performance of the thrift industry using HMDA data and other 
tools > We are also reviewing methods to recognize 
outstanding performance 

o Consultation with communitY groups and industry ■— We will 

meet with industry andcbinfliunity groups to solicit ideas and 
input on our initiatives, we are very much interested in 
suggestions and reactions front all who play a role in this 
important issue. 

On May 7, 1993, we formally communicated this new initiative 
to the thrift industry and asked for its comments. The response 
to date has been very supportive, and many thrifts have approached 
us with their ideas. We look forward to continued support on this 
initiative. 

As I mentioned earlier, to coordinate our affordable housing 
initiatives and to supplement our CRA and fair lending efforts, we 
have established the new position of community affairs liaison in 
each of our five regional offices « This position is responsible 
for directing and managing community outreach efforts, providing 
technical assistance to staff, examination personnel, savings 
association management, and community groups on community 
reinvestment and fair lending issites. He are also establishing a 
similar position in Washington to coordinate the work of the 
regional coanunity affairs liaisons, develop and disseminate 
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national policy on community reinvestment issues, and work with 
community organizations on the national level. 

CONCLDSION 

OTS is fully committed to working with the other Federal 
financial regulatory agencies to meet the President's goal of a 
new, more effective CRA program. A system that emphasizes lending 
performance, investments, and banking services in low- and 
moderate- income neighborhoods should provide the public and the 
industry with a more credible vehicle for measuring whether the 
purposes of the CRA are being met. At the same time, both the 
public and the industry should benefit from clearer performance 
standards that reduce paperwork. 

I believe that more must be done and will be done to 
eradicate discrimination from the credit markets. Our three-part 
plan involving better detection methods, strengthened enforcement 
activities, and improved communication with the industry and 
community organizations will enhance our existing specialized 
compliance examination approach. Moreover, our involvement in the 
interagency initiatives, and our internal Affordable Housing 
Initiative will provide additional improvements to our fair 
lending activities and performance. I would like to state again 
that discrimination has no place in this society. We are 
committed to do our part by enforcing the fair lending laws in a 
vigorous and fair manner. 

I appreciate the opportunity to discuss these important 
issues with you and would be pleased to answer any questions you 
may have. 
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INTRODUCTION 

Good morning, my name is Marshall Plummer and I am Vice-President of the 
Navajo Nation, the largest American Indian tribe. Mr. Chairman, on behalf of the 
Navajo Nation I would lilce to thanic you and other members of the Subcommittee 
on Consumer Credit and insurance for conducting this hearing. I would also lilce to 
thanic Congresswoman Elizabeth Furse for her interest and support of the Navajo 
Nation testifying today. 

My comments here today are intended to educate the Committee about the 
special needs of Indian tribes. The Navajo Nation is hopeful that the Congress and 
Clinton Administration will target Indian tribes as a severely underserved 
community, ripe for the reform proposed in the Community Development Financial 
Institutions Act of 1993 (H.R. 2666), and for the Community Reinvestment Act of 
1977 (CRA) reform initiative. 

BACKGROUND 

Profile of the Navajo Nation 

The Navajo Nation is the largest American Indian tribe, with a total 
population of 219,198 enrolled members (13 percent of all Indians nationwide). 
The Navajo Reservation is also the largest in size (36 percent of all Indian lands In 
the lower-48 states), spanning more than 17 million acres which extend into three 
states: Arizona, New Mexico and Utah. Our land base is comparable in size to the 
state of West Virginia. 

Although the Navajo Nation is rich in natural resources and possesses 
tremendous economic potential, socio-economic conditions on the Navajo Nation 
are comparable to those found in underdeveloped third world countries. According 
to the 1990 Census, the percentage of Navajos living below the poverty level wa^ 
approximately 56 percent as compared to approximately 13 percent for the entire 
United States. In addition, the median household income on the Navajo Nation in 
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1990 was $10,433. The corresponding figure for the United States in 1990 was 
$30,056. Overall, the average indj an rflanfvatlon unflmpiovmant rate-^n 
reservations located in 32 states across the country-is B6 percent . Many of these 
conditions can be attributed to a lack of infrastructure. For example, the Navajo 
reservation has 2,000 miles of paved roads while West Virginia, which is roughly 
equivalent in size, has over 18,000 miles. 

A financial infrastructure is virtually nonexistent in the Navajo Nation except 
for three banlcs In Shiprocic, New Mexico and Window Rocic and Tuba City, 
Arizona. The vast majority of Navajos have a lack of access to capital and 
financing for personal, small business and industrial development purposes. If, 
however, CRA reform is targeted to Include the needs of American Indian tribes, 
the amount of lending within and around the reservation should increase, thereby 
attracting more businesses onto the Navajo Natton, provMing more jobs for our 
people and decreasing the deplorable level of poverty. 

Border Town Banking 

The Navajo economy Is largely a cash economy in which Navajo people have 
historically depended upon traders and trading posts for food, goods, cash and 
credit. Today, these trading posts are remnants of formal federal government 
regulations to govern trading and commercial activities between non-Indians and 
Indians. In the very early years, the fecteral government licensed non-Indian traders 
to do business with Indians. Eventuall/, these traders accumulated enough money 
to necessitate the need for banks, which some traders established in off- 
reservation border towns and not on the Navajo Nation. This is how the Rrst 
National Bank of Farmlngton, New Mexico came into existence. The process of 
extracting money from reservation communities, and lending it in non-reservation 
communities, is probably one of the first examples of community disinvestment and 
continues today. 

Banking Facilities on the Navajo Nation 

The history of banking on the Navajo Nation is relatively short and recent. 
Unlike large cities and urban centers which first established their financial centers 
in the early 1800's, our first banking facility was not built until the late 1950's in 
Window Rock, Arizona and our second facility was not built until the early 1960's 
in Shiprock, New Mexico. Our third and last banking facility, currently operating 
out of a trailer in Tuba City, Arizona, was established In the middle 1 960's. These 
three banks are still operating today. Three other banks (in Crownpoint, New 
Mexico and Kayenta and Chinle, Arizona) were operating on a temporary basis out 
of trailers, but were subsequently closed. We are at least one hundred years 
behind the rest of the country in terms of providing an adequate financial 
infrastructure to the Navajo people and as a means of assuring that we can 
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contribute to and benefit from the larger economy of the United States. 

The number of banlcs in and around the Navajo Nation is relatively modest/ 
As described above, only three banic branches operate on the reservation today. 
One of those branches is located in Shiprock, New Mexico, and is operated by the 
First National Bank of Farmington, New Mexico. The remaining two branches are 
located in Window Rock, and Tuba City, Arizona and are now operated by Norwest 
Bank Arizona. In addition, two Automatic Teller Machines (ATM) are located In the 
New Mexico portion of the Navajo Nation. One is In Shlprock and is operated by 
First National Bank of Farmington, while the other is in the community of Navajo, 
New Mexico and operated by Sunwest Bank of Gallup. It has been in existence for 
less than one year. There is no banking available in the Utah portion of the Navajo 
Nation. Surrounding banks In nearby border towns include Sunwest Bank of 
Gallup, New Mexico, which also has a branch in Tse Bonlto, New Mexico. 
Norwest Arizona has additional branch offtoes in towns which border the western 
part of the Navajo Nation, including Flagstaff, Winslow and Holbrook, Arizona. 

Collectively, approximately 90 percent of the total reservation land area is 
designated by these banks in their Community Reinvestment Statements as part of 
their targeted area, while the remaining ten percent is targeted by the First Security 
Bank of Utah located nearly 50 miles away from Navajo communities in the town 
of Monticello, Utah. 

The lack of financial institutions has created a tremendous hardship on 
tens of thousands of Navajo people, many of whom must travel up to four hours 
round-trip to the nearest facility for even basic banking services. Because of the 
long distances. It is not uncommon for many Navajo employees to take leave from 
work on the day they receive their paycheck in order to deposit or cash it. Despite 
this tremendous inconvenience, our communities continue to grow, further 
increasing the need for financial institutions. Navajo savings and checking deposits 
are on the rise in those banks that are located on the reservation as well as those 
found in neighboring border towns. Yet, credit opportunities for Navajo banking 
customers and business owners are still severely limited or non-existent. 

Trust Lands as a Unique Lending Issue in Indian Country 

Land ownership is unique in that land on the Navajo reservation is either 
tribal trust lands, individual Indian trust lands, patent fee non-Indian lands, patent 
fee Indian lands or railroad lands. Title to trust lands is held by the federal 
government and not by the tribe. Local bankers generally state that credit is 
difficult or impossible to extend to Navajos living on the Navajo Natton because 
most of the reservation lands are held in trust by the federal government. They 
mistakenly conclude that collateral cannot be perfected on these lands and that 
they, the banks, cannot provide the credit that is needed while remaining in 
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compiiarice with the regulatory policies of the United States. Some t>anks have 
gone so far as to state that to do otherwise would mean that they are brealdng the 
law. 

The Nava]o Nation vigorously disagrees. Many of the subject hanlcs have not 
adequately researched or otherwise familiarized themselves concerning issues 
related to Indian trust lands, collateral, repossession and the extension of credit. 
Instead, based on incomplete information and/or misunderstandings, banlcs attempt 
to justify their inaction by stating that non-lending to reservation residents is a 
business necessity which is required as part of their risk management efforts, and 
their efforts to comply with the federal financial supervisory agencies regulations. 

Repossession on the Navajo Nation 

The Navajo Nation believes that lending can be extended to Navajo residents 
if banlcs recognized Navajo law and procedure which affords businesses redress 
through repossession and enforcement of contracts. Most of the banks in and 
around the Navajo Nation have stated that repossession is a very big problem for 
them in terms of collecting their collateral. Yet the Navajo Nation has a 
repossession law which is available as a remedy to Navajos and non-Navajos. 
Further, the Navajo Nation has an approved Commercial Code that governs 
business transactions generally. The Navajo Commercial Code was designed, in 
part, to address bank concerns and encourage them to become more active in 
lending on the Navajo Nation. Navajo laws and tribal court decistons interpreting 
them are published and available. Attorneys at the Navajo Nation Department of 
Justice can assist banks and others that have questions or require further 
informatton. 

Thus, a major hurdle that needs to be overcome by the banking 
establishment is their unwillingness to avail themselves of Navajo law and 
remedies. Banks suggest that lending on reservations requires parties to enter into 
confiict resolution agreements between the tribe and the banks in which conflicts 
or disagreements will be handled by federal or state courts. This disregards the 
fact that the locus of the bank and the transactton is on the Navajo Nation. In tha 
case of the Navajo Nation, the tribal court system presents the appropriate forum 
for handling financial or collectton issues if they arise. Indeed, banks and/or 
businesses that are subject to the laws and jurisdtotton of the Navajo Nation 
assume far less "risk," if any, than do many corporations that have intematk>nal 
operattons and submit to the ]urisdk:tton of the foreign countries in which they 
operate. In short, the Navajo Natton is willing to be flexible and creative in its 
efforts to facilitate an environment conducive to increasing banking activities. 



Digitized by 



Google 



182 



Developing a Self-Sufficient Economy 

It Is very important to our future that we Incorporate banks and or 
community development financial Institutions Into our economy. The Navajo 
Nation's broad economic development efforts require the availability of financial 
services capable of assisting the Navajo Nation's attempts to stimulate and create 
a self-sustaining economy. Our plan to expand the Navajo private sector through 
the creation of new businesses will require considerable Investments in order to be 
successful. 

Currently the Navajo economy Is experiencing a massive amount of 
economic lealcage that Is directly attributable to community disinvestment. More 
than $700 million dollars per year escapes to our neighboring border towns which 
serve as Navajo regional shopping centers. Many Navajos are forced to travel long 
distances to border and metropolitan communities such as Albuquerque, New 
Mexico or Phoenix, Arizona to purchase almost all of their basic goods. Including 
food, clothing, vehicles, farm equipment, and the like. Important servtees such as 
automobile repair, laundry and recreattonal opportunities are also predominately 
found in outlying communities. This translates Into a loss of jobs for our Navajo 
communities and an increase In the economy for the off-reservatton border towns 
and metropolitan areas. 

To reverse this trend, we are attempting to accelerate the development of an 
on-reservatk)n private sector. Current efforts to Increase small businesses, expand 
tourism and attract Industrial development will all, if successful, decrease the 
amount of economic tosses we are experiencing and Increase employment. Again, 
these efforts will require signlftoant capital to pay for wages, raw materials and 
other costs, meking financial instltuttons on the Navajo Nation a virtual necessity. 

Initial Use of the CRA 

For all practical purposes, despite Its authorlzatton in 1977, the Community 
Reinvestment Act was unknown to the Navajo Natk>n until two years ago. 
Because the Navajo Nation was not aware of the CRA, past attempts to address 
problems with our banking Industry produced few positive results. In tha past, we 
have talked with representatives from Boatmen's Bank, Bank of America, First 
National Bank of Farmington, Citibank, Sunwest Bank, Rrst Security Bank of Utah 
and many others without success. The practice has become all too conrunon 
whereby a bank seeking a positive CRA evaluatton simply approaches various 
Navajos informally and promises banks and servtees, but does not adequately 
consult with responsible arKi knowledgeable officials of the Navajo Natton 
Government. 

For example. Boatmen's representatives visited the Navajo Natk>n during tha 
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time that thgy had an appication before ttm Office of Coin ptf oler of th> Currency 
in their effort to purchase Sunvvest Banics in New AAexico. At the time, they 
offered a ssurance s that they vvould vvorfc with the Navaio Nation in meeting our 
banidng and credit needs. However, since their purehase and acqutoition was 
approved and since they heve received tlieir CRA evaluation, we have not heard 
from them. 

The Benic of America has provided us with a limiar experience. We 
epproadied tlie Bank of America through their New Mexico offices after their 
announcement in July 1992 to provide #8 mMon in loans to low-income borrowers 
in tlw state of New Mexic o for 1992. These loans included small business, home 
mortgage, auto and home equity loens. We wa nte d to be included in those 
opportunities. The Navafo Division of Economic Development was in contact with 
them for some time but it became increasingly difficult to even have the Bank of 
America return telephone calls. Our Navajo Museum and Library Foundatkm has 
approached the Bank of America for constructkxi funding arKi has had no response. 
Their apparent indifference to the Navajo Natkm also devek>ped after they received 
their CRA evakjatkxis, even though Bank of America's CRA statement showed 
their service targeted area to be the entire states of New Mexico and Arizona, 
whtoh includes the Navajo Natk>n. 

Successful UtHzatkHi of the CRA 

The most successful endeavor of the Navajo Nation, In which extensive 
discusskMis began and continued to move forward until completed, involved 
Norwest Arizona. Our successful negotiatk>n with Norvrest was due in large part 
to our newfound familiarity and utHlzatfon of the CRA, In additton. Eugene Ludwig, 
and the Office of the Comptroller of the Currency played a pivotal role along with 
an extraordinary bank president who was reasonable and willing to listen to our 
concerns. As a result of aU of our efforts, the Navajo Natfon recently received a 
letter of commitment from Norwest Arizona wiych aims to significantly improve 
benking services throughout the Navajo Natkxi by originating $60 million in toans 
over the next ten years, and buikJing a new bank in Tuba City. Arizona to replace 
the existkig trailer. Norwest has also agreed to establish new branches in ICayenta 
and Chinle. Arizona, and improve the branch in Window Rock, Arizona. Rnally, 
Norwest ptens to kistall ATM machines at all of these k)catk>ns. 

We are optimistk: and hopeful that Norvrest will fulfill the goals set forth in 
its commitment letter to the Navajo Nation, and we stand poised to assist Norwest 
in achieving these banking improvements and lending standards. In spite of this, 
however, the Navajo Natton remains apprehensive because of past negotiations 
with banks. We will keep Congress and all the federal financial supervisory 
agencies Informed to ensure that the commitments are honored. 
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The f oUowfng lists the Navajo Nation's recommendations toward targeting 
special attention to the Navaio Nation and Indian country. Indian country's 
economic circumstances and needs, massive Infrastructure deficiencies, and 
geographical Isolation demand that the federal financial supervisory agencies talce 
special steps to correct the longstanding reluctance of banks to locate and provide 
services on Indian reservations (and to comply with their CRA obllgetions applicable 
thereto). Without such special steps-targeted to improving and expanding Indian 
peoples' access to capital and banldng servlces-the status quo can be expected to 
continue. Fortunately, the trust responsibilities, treaty obligations, and laws of the 
United States provide the basis under which special emphesis can, and must, be 
placed on addressing and resolving years of neglect regarding these issues. 

In fact, with respect to the Navajo Nation, and other perts of Indian country, 
CRA effectiveness and performance can be improved in large part if the federal 
financial supervisory agencies become cognizant of their federal trust responsibility 
to Indian tribes and Indian people and carry out that higher degree of responsibility. 
This would be complementary to the other efforts put forth by the agencies in 
strengthening the CRA in general. 

1) Federal Trust Responsibility 

Federal financial supervisory agencies have indicated that they have an 
interest in further exploring the problems of lending and economic development In 
Indian country. The Navajo Nation recommends that the foundation for doing so is 
recognition by those agencies of the federal government's unique special 
responsibilities to Indian tribes. Indeed, the federal trust responsibility to American 
Indians Is not the province of a single federal agency, but of the entire federal 
government. This will provide a context in which to proceed in a manner that 
dignifies American Indians and assures a higher standard of care. The federal trust 
responsibility of all federal financial supervisory agencies would mean that, 
consistent with their other statutory duties, choices made by the agencies must 
talce into consideration and defer to the needs and Interests of the beneficiaries of 
thst trust-Indian tribes and Indian people. Federal financial supervisory agencies 
must focus their efforts on examining banking policies which impact Indian country 
and do all things necessery and feasible to ensure that American Indian CRA 
interests are met. 

2) Mandatory Negotiattons with Indian Tribes 

The Navajo Nation recommends that all financial instituttons which are 
reguieted by the federal financial supervisory agencies and whose delineated 
territory includes or shouM include perts of Indian country, be mandated to 
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Tho Novi|o Nstion rooomnnsnds lliol sn intorattCo bonkinQ oxomption bo 
pravldsd to tho bonks ond finondal i mt it m ions opsrating on or naor tho Navajo 
NationinoniartoprafiAlothofulorrayoffbofricingoarvfoostoNava^ Ttie 

Novafo PHDon okimi wamn tno nvoo amos or now wioxioOt Arizona, ano Utah. To 
ockfcoss tho Novafo Natton's bonking noods undor ifioao chcunfittanco> is oxtromaly 
difficult. Banks oparadng ¥MCtiin tlw Navaio Natkm shoidd operato anyvvhero vvfttiin 
tha Navafo Nation logafdtess of tlia io coli on of their liaodciuartora' state. 

41 Fodaial VisHKy 

Fadeial fi na nc i al supervisory agency heads and examiners must visit Indian 
reservatkms, inchafing the Navajo Nation. This wM provkle such offk:ials with 
fkslh and i a iowled g e of the unkiue conditions in Irafian country, and better 
understarwiing of the unk|ue needs thereof. Whie urtian America is important, 
Indian country'a unk|ue drcumstarMxs require that its bankkig needs bo elevated to 
the Mghost poicy levels at those agencies so that dedsfonmakers can begin, on an 
urgent basis, to address responsa>iKties to Indian country that have been neglected 
for years. 



Country 

Most of Indian country continues to be unaware of the CRA and its use as 
an effective ecorKwnic tool. In fact, if the Navafo Natkm had not sought out the 
gukSanoe of tho federal financial supervisory agencies arKi community reinvestment 
organizattons, the recent negotiatkxis with Norwost wouM not have been as 
successful. Many American Indian tribes aro not In tho positkHi to conduct such 
research ond do not have the resources to seek out the federal financial supervisory 
agencies for gukSance. As such, the Navafo Natkm strongly recommends that CRA 
Implement a tton bickide a vastly expafKled program of outreach to Indian country. 

6) ReaervatkNi Lending Study 

Although some research has already begun. It is necessary that the federal 
financial supervisory agencies conduct a thorough study of banking practices in 
Indian country. Findings and conchiskMis from such a study wouM provkle the 
federal fkwndal auporvisory examkiers with specific, fact-based criteria to 
incorporate bito their bank exambiers' trainkHlf and increoao knowledge and 
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understanding of the unique lending issues as related to Indian country, specifically 
trust lands, and related collateral issues. 

7) Do Not Reduce CRA Documentation 

it is our experience that banks in and around the Navajo Nation act on very 
few of the 12 CRA assessment factors, yet they still receive satisfactory ratings. 
It is therefore difficult to believe that those factors create an unnecessary and 
unproductive CRA documentation trail for banks to maintain. Banks have become 
quite adept at manipulating these documents to obtain a desired CRA rating for 
their Institution while putting forth minimal efforts in the Indian community to 
justify it. Documentation only becomes unproductive and useless when federal 
supervisory agencies allow these documents to be reviewed unchallenged. 
Documentation should be scrutinized by the agencies and used as an opportunity to 
further examine the actual involvement of banks with their respective communities. 

8) Develop Objective Criteria 

Both with regard to documentation, find to facilitate the agencies' ultimate 
determination of CRA compliance, objective criteria should be established relative 
to CRA obligations on Indian reservations. The historic use of subjective 
ratings/compliance standards has utterly failed to bring to Indian communities the 
benefits Congress envisioned when it adopted the CRA. Development of objective 
criteria will place both Indian reservations and banks (as well as federal examiners) 
on notice of benchmarks that must be met to ensure compliance. Development of 
special CRA objectives for Indian reservations is warranted by Indian country's 
unique circumstances and dire economic conditions, and justified by the federal 
trust responsibility and the unique legal and political status of Indian tribes. 

l=or example, banks' responsibilities to conduct a community "credit needs 
ascertainment" must be clarified, so that banks will understand that merely heving 
informal discussions with various community members or taking Informal 
comments from banking customers Is inadequate to satisfy ascertainment 
requirements. The importance of a "credit needs ascertainment" Is so great that 
objective criteria should be defined in order to identify effecth^eiy a particular 
community's credit needs and undertake specific acttons to address those needs. 
On Indian reservations, a bank's responsibilities in this area must include mandatory 
consultation with the recognized tribal government. 

9) Utilize and Expand Sencttons 

Federal financial supervisory agencies must make full utllizatk>n of all 
sanctions available to them to enforce the law. Otherwise, banking instltuttons 
have no incentive to respond to the needs of Indian country. A strong message 
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must be sent to the financial industry that full use of regulatory powers to enforce 
the CRA laws will be forthcoming if serious deficiencies exist In a particular 
community. 

In particular, commitments made by banics In their CRA compliance 
activities~or as part of their attempts to document CRA compliance in conjunction 
with requests for approval of applications-should be made enforceable contractual 
obligations. Agency approvals should be made contingent on a benlc's \W\ng up to 
its CRA commitments (as presented to the agencies), and third-party beneficiaries 
(such as Indian communities) should be authorized to pursue breach of contract 
actions if these binding representations are not satisfied. 

10) Department of Justice ' 

The Navajo Nation recommends that the Department of Justice step-up its 
efforts to look into possible civil rights and other violations relative to lending 
issues on Indian reservations and coordinate with the federal financial supervisory 
agencies accordingly. 

CONCLUSION 

The need to improve the economic conditions prevalent on the Navajo Nation 
is of critical importance to the future of^our Nation and our people. We view the 
CRA as a very important tool to increase the amount of lending activity on the 
Navajo Nation, and thereby assist in the creation of jobs for our people and of a 
self-sustaining economy. Our recent success in utilizing the CRA to obtain a letter 
of commitment from Norwest Arizona has proven it to be indispensable. 

However, we recognize the implementation of CRA goals requires the 
knowledge of the community and the assistance of the federal financial supervisory 
agencies to render it useful. For approximately fifteen years, we were basically 
uninformed on CRA matters and during that time it wes of no value to us. For ail 
practical purposes it did not exist on Navajo lands until 1991, when we began 
researching its potential application to our situatton. VVHth the technical assistance 
of Native Action, the Center for Community Change, the National Coalitton for 
Community Reinvestment and the Shorebank Advisory Services, Inc., the Navajo 
Nation is developing its knowledge and skills regarding the CRA and is beginning to 
utilize it successfully. The Navajo Nation will continue negotiations with financial 
institutions. And with the complementary assistance of the federal financial 
supervisory agencies, the Navajo Nation, and other American Indian tribes, 
substantial improvements to existing financial infrastructures must be realized. 
Hopefully, the net result will be that the quality of life on Indian reservations can be 
improved substantially. 
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Politically, the tendency will be to focus on urban Annerica, but a moral 
obligation mandates that the CRA specifically focus on the most economically 
deprived areas which, not surprisingly. Include Indian country. As Navajo Nation 
President Peterson Zah has testified: 

"Stated simply, there is no single group of U.S. citizens that-uniformly- 
is more economically-deprived than American Indians living on 
reservations; there is no classifiable set of locations that~unlformiy-is 
more deficient in infrastructure and Job opportunities than Indian 
reservations." 



"Helping American Indians to help themselves Is neither a Democratic 
issue nor a Republican issue; It's not a conservative policy or a liberal 
policy; it's not even a "special interest" issue. Rather, it is a "human" 
issue that must, and deserves to be, addressed from a national 
perspective on a bipartisan basis, and with a real sense of urgency 
warranted by the deplorable conditions existing in Indian country- 
conditions which truly are a national disgrace." 

Congress recently took an historic first-step to encourage private sector 
economic development on Indian reservations when it established at the Navajo 
Nation's insistence-at Sections 13321 9nd 13322 of the Omnibus Budget 
Reconciliation Act of 1993-lndian reservation investment and employment tax 
incentives. A logical and necessary "next step" would be to facilitate the banking 
services and credit availability that can help maximize the potential benefits to 
Indian country that these Incentives are designed to produce. Toward that end, the 
special government-to-govemment relationship between Indian tribes and the U.S. 
government mendates that federal financial Institutions carry out a higher standard 
and obligation to American Indians than has historically been the case. 

Thank you for altowing the Navajo Nation to testify today. We look forward 
to working diligently with the Congress and the federal financial supervisory 
agencies to achieve critically-needed progress on the issues which we have 
addressed today. 
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Good morning, Mr. Chairman and manbars of tha Subcommittaa . 
My nama ia Allan J. Fiahbain and I am Ganaral Counaal of tha 
Cantar for Community Changa (CCC) and Diractor of tha Cantar*a 
Naighborhood Ravi talizat ion Pro j act. I ahould alao add that I 
am a formar mambar of tha Fadaral Raaarva Board* a Conaumar 
Adviaory Council and currantly aarva on tha Fadaral National 
Nortgaga Aaaociation ' a Houaing Impact Adviaory Council. 

CCC ia a national, not-for-profit organization, baaad hara 
in Waahington, DC, that providaa raaaarch and aaaiatanca to 
community groupa working in low incoma and minority communitiaa 
acroaa tha country. Our work in tha community ralnvaatmant and 
fair landing fialda apana ninataan yaara, in which tima wa hava 
trainad hundrada of graaaroota organ iz at iona and alao monitorad 
tha parf ortoanca of tha bank auparviaory aganciaa in carrying out 
thair rasponBibllltiaa undar tha Community Rainvaatmant Act 
(CRA) , Homa Nortgaga Dlscloaura Act (HMDA) , and tha fair landing 
lawa. CCC ia alao a founding mambar and aarvaa on tha Board of 
Diractora of tha National Community Rainvestmant Coalition, 
whoaa mambar a ara angagad in afforta natlonvida to axpand accaaa 
to cradit for low incoma and minority communitiaa. 

Chairman Kannady, I wiah to thank you for tha opportunity 
to taatify hara today bafora thia Subcommittaa. Ha command you 
for holding thaaa ovaraight haaringa on tha Clinton 
Adminiatration*a plana for atrangthaning anforcamant of CRA and 
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thtt fair lending lavs. It has baan our axparianca that ongoing 
ovarsight by Congrass is to be naadad to halp ansura that thasa 
lavs ara baing adaquataly anf oread. 

Last Dacanbar, va vrota tha than Prasidant-Elact to suggaat 
that much of vhat is naadad in this araa is toughar, mora 
aggrassiva anforcamant of tha axisting statutory raquiramants . 
It is not tha lack of lavs, but rathar lackluatra anforcamant of 
CRA and tha Pair Housing and Equal Cradit opportunity Acts, vhich 
in our viav, has contributad to tha continuanca of naighborhood 
disinveatnant and landing diacrimination and tha resulting 
problems axpariancad by lov and moderate income and minority 
communitiea and householda all across tha country. Zn fact, va 
believe that thia Adminiatration haa an historic opportunity to 
see to it that CRA achievea its full potential and to reatore 
the public 'a confidence in Federal policing of tha nation* a fair, 
lending lavs. 

Ha have been encouraged to see the Administration move 
quickly to establish ita credibility in thia area. Thia vaa 
aaaparately needed, aince many of us believe that tha national 
regulatory enforcement amparatua haa lacked both the capacity 
and vill to aggraaBively police banka, aavings institutions, and 
other lending institutions. 
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Pr«sid«nt Clinton dmumrvea praise for his appointiMnt of 
Eug«n« Ludvig as his nsv Coaptrollsr of tha Currancy. Conptrollar 
Ludvig is tha Administration's point nan on tha CRA rafom 
initiativa. Ha has inprassad us both with his sincarity and his 
commitBant to working to inprova tha way thasa lavs ara anf oread. 

Furthar, va ara plaasad to saa that HUD, undar tha laadarship 
of Sacratary Hanry Cisnaros and Assistant Sacratary Robarta 
Achtanbarg, has takan a nunbar of positiva staps signaling that 
it, too, intands to ba mich mora activaly involvad in pursuing 
landars who discriainata against minor it ias. 

Yat, tha trua tast of this pudding will ba in tha stirring. 
Sincarity and conmitmant can go only so far, and va on tha 
connunity sida, ara vaiting to saa vhat vill ba tha actual 
products of thasa af forts. Parhaps mora than anything alsa, tha 
Administration naads to appraciata fully tha rola of citizan 
monitors in dataring radlining and landing discrimination. 
"Ragulation from balov," as it has baan tarmad, has baan vital 
to vhatavar succass CRA has achiavad. Ha firmly baliava that it 
vill continua to ba naadad to augmant tha mora formal ragulatory 
apparatus. Tha Administration must ba caraful not to ignora tha 
importance of community -baaad vatchdogs and privata fair housing 
agancias in thair af forts to administar anforcamant mora 
aff activaly. 
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BVMJDanMG FRS8ZDBHT CLIMTOM'S CBJk UEfUHH IfllTZATlVX 

"Rftfoming" CRA dmpmnAm upon what you analyzo th« problaas 
to be with tho existing rogulatory schaas. Landars, conninlty 
groupa, ragulatora, and aaabara of Congraaa alika liava coaplainta 
about CRA and tha way in which it ia anf oread, but thay do not 
nacaaaarily ahara tha aaaa viawa aa to what naada to be fixad. 

Tha Praaidant'a initiative aaaaa to hava focuaad on tha 
axiating CRA Aaaaaaaant Pactora, aa currantly contained in tha 
ragulationa, and tha evaXuation proeaaa for tha initial focua of 
ita inquiry. Proa tha outaat, tha Adainiatration aaaaad anaaorad 
with tha idea of developing a aora "objective" evaluation ayatea 
for rating the coaaunity reinveataant parfomanca of lending 
inatitutiona. Thia approach ia predicated on the view that the 
lack of clarity in the CRA evaluation proeaaa ia what ia in need 
of the aoat fixing. 

It i^our view, however, that the twelve CRA Aaaeaaaent 
Pactora aet out in the exiating regulationa, and which have been 
in place for over fifteen yeara, provide an adequate fraaawork 
for evaluating lendera* perforaanca. Zf there haa been a problaa 
with those factora, it ia the way in imich thay have been applied 
by agency exaainara. The regulatora hava tended to ovaraaphaaiza 
thoae factor a concerned with "proceaa" (i.e., aacartainaent of 
credit needs, outreach and aarketing, etc.) and not placed 
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nearly •nough emphasis on those factors concerned with actual 
lending performance (i.e., the extent to which a lender is 
making loans to low and moderate income people and minorities) . 
While we certainly agree that the emphasis should be on actual 
lending activities, rewriting the regulations will not necessarily 
accomplish this objective. 

The appeal of using more objective rating criteria is 
fairly obvious. If you can devise a workable system, it would 
offer greater clarity to lenders and the public alike about what 
is expected under CRA. Yet, we are dubious about the use of 
formulaic approaches to determine CRA performance standards. He 
suspect that the nation's communities and their credit needs are 
simply too diverse to construct a set of objective performance 
standcurds that will be very meaningful measures for all lenders 
and all communities. 

For example, the need for loans for the rehabilitation of 
multi-family residential buildings might be especially great in 
New York City, but of only marginal concern in Topeka. The 
challenge would be to construct a rating scheme that could 
encompass the varying credit needs of large metropolitan areas, 
medium sized cities, and smaller, more rural communities, as 
well as the varying sizes and capacities of lenders. 
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Zn fact, nationvldtt landing fonnilas could hava parvaraa 
af facta, auch aa aattlng landing caillnga in aoaa conninitiaa, 
and diatorting local cradit aarkata in othara. Noraovar, thara 
ia currant ly no auitabla baaa lina data aval labia to raadily 
calculata tha actual landing parformanca of individual 
inatitutiona. Without thia crucial inforaation, it will ba 
difficult for tha ragulatora to conatruct fonnilaa that will not 
ba largaly arbitrary. 

In racant vaaka, Comptrollar Ludvig and aosa of tha othar 
ragulatora aaaa to hava baan axploring tha af f icacy of raquiring 
banka to aatabliah individual CRA Stratagic Plana. Thaaa plana 
would than form tha baaia for tha ragulatora to aaaaura thaaa 
inatitutiona* conninity rainvaataant parforaanca. Thia approach 
ia favorad by ao«a landara, aapacially a nuabar of tha largar onaa. 

Tha Stratagic Plan approach haa a cartain appaal. Zt would 
raquira landara to aaaaaa and raapond to tha local naada in all 
of tha gaographie araaa in which thay hava a praaanoa, vhich a 
■ora fonmlaic approach would not ba abla to do. Praauaably, 
banka would ba raquirad to racaiva public input in tha forsulation 
of thair plana, which wa alao viaw poaitivaly. 

Yat, tha Stratagic Plan approach alao placaa a haavy burdan 
on conninitiaa to ba organisad suff iciantly to provida tha 
nacaaaary input in halping a landar to davalop ita plan. Thua, 
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th« Strategic Plan approach couXd disadvantage saallar, mora 
rural communitlas or evan largar araas without activa grassroots 
community groups. And of coursa, without sufficiant public 
input, graatar ralianca would be placad on agancy axaminars to 
datarmina tha adequacy of a proposed Strategic Plan. The current 
examiner force will need to be beefed up considerably before 
they can imdartaka such a task. Moreover, the Strategic plan 
approach will probably necessitate the development of some, form 
of objective standards or thresholds anyway. 

As Z said initially, revising the CRA evaluation process is 
not an easy task or one that lends itself to a "qpiick fix.** In 
fact, the more we study the issue, the more we believe that 
reforms to the rating system will need to be phased in over 3*5 
years. 

Earlier this fall, a group of national organizations began 
meeting to discuss what reforms we would like to see in the CRA 
process. The organisations included in this "working group" 
include, AOORN, Consumer Federation of America, Consumers Union, 
The Enterprise Foundation, Local Initiatives Support Corporation, 
(LXSC), National Council of La Rasa, and the National Fair 
Housing Alliance, as well as other organizations that have been 
actively involved in this field. This working group developed a 
set of principles that we believe must guide the CRA reform 
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process, we havs sharsd thsss with ths CoBptrollsr's Offics, and 
Z would now liks to share them with this Subcoa»lttee. 

First, it is our view that the Adainistration • s CRA reform 
initiative should not be geared solely to revising the assessment 
factors or the evaluation process. He believe that this is 
simply too narrow a focus. Instead, we believe that the following 
issues should be dealt with by the Administration at the same 
time that revisions to the regulations are considered: 



1. The need for public disclosare of small business and otber 
types of I iMmimilji loan data on a 9eograpiiic basis, and by 
ethnicity and gender of 



Without disclosure of such information, any effort to 
emphasize performance in the CRA examination process will not 
succeed. In addition, such information must be publicly available 
to allow for meaningful participation by the public in assessments 
of lender performance. 

2. Substantially upgraded examiner training is needed. 

Unless examiners are genuine experts in community lending, 
they can hardly meet the mandate of the law to encourage 
institutions to meet the credit needs of their communities. And 
credible CRA ratings — notwithstanding any revisions to the 
assessment factors — ultimately depend on the qpiality of examiner 
efforts. 
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3* Rsvisad coapllaiics strucstures. 

Each agency should establish separate CRA, fair lending, 
and consumer coinpliancd divisions. The heads of these divisions 
should directly oversee specialized consumer compliance examiners, 
and report directly to the heads of their respective agencies. 

4. Increased opportunities for public participation in the CBOL 



CRA has historically worked because of community group 
participation in the CRA process and despite— not because of~ 
the agencies' efforts. CRA reform should build on this strength 
of the existing system. The agencies should increase formal 
comment opportunities, regularly hold public hearings, grant 
eietenslonfl of public comment periods more frequently when 
substantive concerns have been raised by community groups about 
a lender's performance, and make Home Mortgage Disclosure data 
and CRA evaluations more timely and readily accessible. 

5. More frequent use of a broad range of enforcement powers. 

The CRA statute was written in a manner to enable the 
regulators to use the full range of their enforcment powers to 
ensure that lenders were responding to the reqpiirements of the 
law. The implementing regulations were written in a manner to 
restrict the regulators ability to use their arsenal of sanctions* 
This should be changed as part of any revisions to the CRA 
regulations. 
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Zn addition, sines th« Adainistration lias ehosan to focus 
its inriaary attention on ths construction of a bsttsr systsa of 
parfoxmancs standards, this %rorking group davalcqpad anothar sat 
of principlas that «a baliava vust ba incorporatad in any nav 
ratings schaas. As part of this procass, va discussad tha 
strangths and waaknassas of both tha forsulaic and CRA Stratagic 
plan approachas. What aaargad froa our discussion was a aathod 
for avaluAting parforaanca that draws on what wa baliava to ba 
tha bast aspacts of both approachas. Tha full taxt of thasa 
principlas is appandad to ay writtan tastiaony as Attachaant Z. 

Tha tan principlas wa davalcqpad ara consistant with tha CRA 
plan approach, althou^ tha working group stoppad short of 
andorsing that approach. Zt emphasizas that banks should ba 
judgad priaarily on thair actual landing parfomanca, rathar 
than on procass and proaisas. Accordingly, a landar with a low 
laval of landing in undars«rvad coaaunitias would hava tha 
burdan of proof in daaonatrating that it had takan appropriata 
staps, but that for raasons bayond tha control of tha institution, 
thay did not translata into actual loans baing aada. Othar 
activitias bayond landing, such as tha provision of basic banking 
accounts, tha location of its branch natwork, and invastaants 
could also f igura into tha parforaanca rating an institution 
racaivad. 
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Further, th« prinoipl«8 stress that lenders must be evaluatttd 
on thair parforaanca in all gaographlc araas in %rhich thay hava 
a praaanca. A landar should not ba abla to do a good job in 
soma placas, a bad job in othars, and still gat a good rating. 

Tha principles are not intended to endorse arbitrary fomulas 
davalcqpad centrally by tha regulatory agencies, but at the sasa 
time, they acknowledge that objective "indicators'* may have some 
role to play in the formulation of ratings by examiners. The 
davelopaent of minimum threshold requirements to establish 
adequate community reinvestnent performancs is also contemplated, 
although tha working group felt that, before this could happen, 
base line assessments of individual bank performance were needed. 
Additionaly, this information must be shared with the public. 
Such information does not currently exist and would need to be 
phased- in over several years. Thus, we do not believe that a 
full-fledged objective rating system is feasible in tha near 
future. 

Another important principle endorsed by the group was that 
examiners should consider not just the volume of loans made, but 
also thair degree of difficulty and the extent to which they 
fill critical gaps in the availability of credit in the local 
community. A major obstacle to the use of nationwide formulas 
to determine standards for community reinvestment performance 
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would hm th% difficulty in Micoapassiiig th« dmqrmm of difficulty 
issu«s. 

Ho f imly boliovo that tho two sots of principlos which aro 
docribod abovo contain tho elsBonts that aro noodod to strongthon 
CRA onforcoBsnt, an objoctivo that Z hopo wo all sharo. 



("Boon down so long, it all looks up to mo") 

Z an ploasod to say, that tram ay vantago point it appoars 
that tho stato of fair landing onforcoaont is improving. But 
thon again, it had no whoro to go but up. Prosidont Clinton has 
promisod to improvo onforcomsnt in this aroa, and Z boliovo tho 
Administration has dono a roasonably good job in gotting out of 
tho starting blocks. 

For oxamplo, just rocontly Buoinoss Hook roportod that 
thoro woro signs of a now got tough stanco by tho rogulators, 
tho U.S. Dopartmont of Justico, and HUD in sniffing out unfair 
londors. Soo attschmont ZZ. Yot, to tho boot of my knowlodgo 
onforcomont actions havo not boon takon against specific landors 
resulting from this now posturo. 

But to put things into porspoctivo, it was just last Pobruary 
that tho Sonata Banking Coamittoo Chairman, Sonator Rioglo, statod 
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at oversight hearings he was holding on mortgage lending 

discrimination that: 

The Federal regulatory response to discrimination 
in lending has not been adequate. Regulators 
referred only a handful of cases to the Justice 
Department for prosecution in the two decades 
since passage of the Equal Credit Opportunity 
Act. I think it's fair to say it's been a 
low priority over that stretch of time. 

Kegulators have overlooked systematic, unfair 
treatment of black and Hispanic mortgage applicants. 
Monitoring and enforcement procedures I think have 
to be improved and they have to be improved 
noWr before more weeks, months, years go by, 
so that we can root out this type of discrimination < 
CU,.S< Cor>gre»Sr Senate Banking Committee, "Problems 
In community Development Banking, Mortgage Lending 
Discrimination, Reverse Redlining^ and Home Equity 
Lending,** February 24, 1993, p. 474*) 

Fortunately, the situation appears to be improving. The 
release of the expanded Home Mortgage Disclosure Data, which Mr. 
Chairman you championed, the subseqpient publication of the 
Boston Federal Reserve Bank study showing the influence of race 
in mortgage credit decisions, and the Justice Department's 
prosecution of its first "pattern and practice" lending 
discrimination suit against an Atlanta S&L, combined to badly 
damage the credibility of existing agency enforcement efforts. 

Shortly after the Senate Banking Committee hearings, the 
then Acting Comptroller of the Currency, Steven Steinbrink, 
acknowledged that the examination procedures his agency had been 
using for almost fifteen years were inadequate for uncovering 
the types of differential treatment of minority credit applicants 
that the Boston Fed study and the Justice Department's prosecution 
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r«vMil«d wMTtt occ ur r ing all too froqnontly. Ho o nn o oiicod tho 
oxlotlng p rocod u roo tfould bo rovoapod. Tlio othor rogulotory 
ogoncios oodo siBilor odoissions ond o nn o oocod that onforconont 
offorts would bo iopr ov od. 

Tlio noirly oppoiatod Coop tr ollor, Mr. Lodvig, oimouncod 
shortly oftor aosiaiiig of f loo thot tho OCC ifould bogia o noir 
of fort to iincovor ond oliBinoto illogol londing discrloination. 
Tho of fort includod roviBod oxos procoduroo » oi— d ot dotormiaing 
vhothor oppliconts with tho sooo qoolif icotions for o loon 
ochiovod tho sooo rosult, rogordlooo of thoir roco or notionol 
origin, ond vhothor tho bonk govo tho sooo lovol of oosiotonco 
to oinoritiofl ond non-minor itios during tho loon procoso. Tho 
OCC sold thot it ojcpoctod to oxoaino obout 250 notionol bonko 
using tho now guidolinoo ovor tho courso of 1993. 

Moonwhilo, lost Hoy tho Podorol Oopooit Insuronco Corporotion, 
vhich rogulotos ooot otato chortorod bonks, onnouncod thot it 
too would undortoko otoppod*up offorts ainod at strongthtning 
fair londing onforcanont. Pirot, it put in placo roviood 
proceduros for its oxaninors to uso in analyiing whothor or not 
oinoritloa ond non-minor itioo with tho somo typos of crodit ond 
oaploymajit rocords aro trootod oquolly. Tho procodurss also 
diroct oacaminoro to look for policios thot appoor noutral on 
thoir faco, but actually havo a diacriminotory impact on groups 
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protttctttd und«r th* fair landing laws, so cailad "•ffscts tsst" 
violations. 

FDIC officials said that, whils it was too soon to tsll 
whethsr the nsw procedures will lead to more banks bsing cited 
for fair lending violations, exaainers appear to be raising more 
questions about bank practices that nay be problematic. 

The OCC and the FDIC last spring both indicated that they were 
studying the use of testers to look at how minorities and non- 
minorities are treated before they get to the point of filing a 
loan application. Testing is the use of matched pairs of 
individuals, alike in all isqportant characteristics except race, 
who are used to evaluate whether minorities and non-minorities 
receive equal treatment at the hands of a lending institution. 
Testing has been used for many years in other types of civil 
rights investigations. I do not believa, however, that use of 
testers has actually been implemented by either of these agencies. 

Meanwhile, HUD has taken steps to upgrade its previously 
limited role in fair lending enforcement. Earlier this year, 
the Fair Housing and Equal Opportunity Office contracted with 
the National Fair Housing Alliance to undertake a pilot mortgage 
lending testing program in three cities. And just last week. 
Secretary Cisneros announced additional steps his agency plans 
to undertake in the following months, such as investigating FHA- 
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approved l^ndars with poor fair landing raoord, incraaaing 
funding for local afforta to invaatigata landing diacrisination, 
tha proaulgation of fair landing ragulationa. 

Daapita thaaa actiona, thara ara aamm aigna that af forts to 
iaprova anforcanant ara not going aa quickly aa thay could ba. 
For axaapla, at tha Fabruary Sanata Banking Comittaa haaringa, 
Fadaral Rasarva Board Govamor LaWara, tastifying on bahalf of 
tha Fadaral Financial Int«rag«ncy Bxaaination Council, which ha 
chairad at tha tiaa, statad that tha ragulatory agancias vara 
raviawing a list of approxinataly 200 banks that tha Justioa 
Dapartaant had idantif iad from tha HMDA data as "baing suspicious 
situationa." (Sanata, "Landing Diacrisination Haaringa", 
p. 492.) At thia aaaa haaring, a Justioa D^artaant raprasantativa 
atatad that his agancy was saaking to undartaka joint 
invaatigationa with tha ragulatory aganciaa to follow-up on thia 
liat. Thaaa joint investigations hava not gona for%iard, and 
turf battlas batwaan tha various agancias appaar to ba at laast 
part of tha raason for this. If this is trua, it is unfortiuiata, 
since given the poor track record of the entire regulatory 
enforceaent apparatus in this area, a coordinated inter-agency 
approach is needed. 

Moreover, notwithstanding the Buainess week article, it is 
our understanding has not been mich of an increase in the number 
of referrals of lending discriaination cases by the regulatory 
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agencies to the Justice Department, which has authority to 
prosecute "pattern and practice" cases under the Fair Housing 
and Equal Credit Opportunity Acts. Similarly, I believe that 
there have been only a few referrals of cases generated by 
regulatory agency exams to HUD, which has the authority to 
investigate possible Fair Housing Act violations. Hopefully, 
this will change in the weeks and months ahead. 

Consequently, we believe there is a need for continuing 
oversight by this Subcommittee to help ensure that progress in 
this area continues. Congressional oversight is needed in 
several other areas as well. 



!• Tlie focus of fair lending enforceBsnt ne ed s to be 

It is important to bear in mind that most of the recent 
changes in fair lending enforcement have been directed at the 
detection of unfair treatment in the single- family home purchase 
area. Little if any of the new efforts have been directed at 
detecting discrimination in other areas of housing finance, such 
as home equity lines of credit, refinancings, home improvement 
loans, as well as financing for multi-family dwellings. 

Additionally, as the regulatory agencies readily concede, the 
revisions to the fair lending examination procedures have been 
focused on housing-related credit and have not addressed 
discrimination in lending to the minority-owned business sector* 
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Sobs research suggests that ainoritias, and African-Asarican 
an^repranflurs in particular, ara traatad diffarantly than thair 
non-minority ownad firas. Public disclosura of landing inforaation 
in this araa ifCNild halp datar this typa of discriainAtion. 
Congrass authorized tha ragulatory agancias to collact this typa 
of inforaation froa banka, but tha ragulators hava rafrainad froa 
publishing ragulations to raguira this typa of disclosura. 



2. Tkm Fad aral Basai na Board and tha otiiar ragolatora mam 
staps to improwm tha aocnracy and ooaplatanass of data sobnittad 
by banks ondar tha Urmm Mortgaga Disclosura Act. 



Last Juna, tha Anarican Bankar, a daily banking trada 
publication, raportad that tha Fadaral Rasarva Board has found 
significant raporting arrors in aortgaga landing data subaittad 
by soaa banka (saa ftirlTT*" ii«»^»^r ** Fad finding Big Errors In 
Bias Data Proa Banks," Juna 24, 1993). Coaaunity groups that 
are attaapting to analyze the data have been finding siailar 
problaas, with soaa local organizations, such as tha Pittsburgh 
Coaaunity R« investment Group. Tha Pittsburgh group, for axaapla, 
finds that error rates ranged froa 17% at the aost accurate 
local bank to 87% at the the least accurate institution. 

The Fed is apparently uncertain as to %rhether the errors 
are intentional or caused by carelessness in the recordation by 
certain landers, but is considering iaposing penalties on soae 
lenders. 
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We believe this is a serious problem. Already, experts 
witnesses testifying in discrimination suits on behalf of banks 
are seeking to have HMDA data dismissed as evidence, citing its 
general inaccuracy. The Fed and the other regulators must take 
immediate action to ensure that the accurate and reliable loan 
data is submitted by reporting institutions. We urge the 
Subcommittee to monitor this area closely. 



3. Tkm issuance of final regulations inmtmetiiig lenders on how 
to inform bciir miej t s about their right to obtaia copies of the 
appraisal r ep ort s. 

The Federal Deposit Insurance Improvement Act of 1991 

(FDICIA) required lenders to provide consumers with the right to 

obtain copies of their appraisal reports when they were attempting 

to purchase their homes. This provision was clearly designed to 

help address problems of discriminatory appraisal practices, 

long a concern to fair housing groups. The full extent and the 

nature of the problem has been difficult to document because 

many lenders do not give borrowers copies of their appraisal 

reports. 

Last year, the Federal Reserve proposed regulations to 
assure that borrowers were fully informed of the right to appraisal 
reports. At the time, some of the Board of Governors questioned 
the need to for any regulations to implement this provision of 
law. Apparently those opposed to issuing regulations are now in 
the majority since the Fed has yet to publish their final 
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rsgulations on this topic even though conments on their proposal 
were s\a»itted a year ago. 

Here again, we urge the Subcommittee to pursue the matter 
and encourage the Fed to publish final regulations to implement 
this requirement. 

In closing, Mr. Chairman, to sum up our view of the state 
of CRA and fair lending enforcement, we believe that the current 
Administration has taken positive steps to strenthen enforcement, 
but it is also true that we are still awaiting to see the fruits 
of these actions. We trust that they will be forthcoming in the 
not to distant future. 

This concludes my written testimony, I will be glad to 
answer any questions that you have. 
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Attac±aMiit I 
Proposad Principltts for CRh Evaluatioiui 

1. The •nphasis in CRA evaluations should be on the bank's 
actual lending performance^ that is, the extent to which it is 
making loans to inlnority And lov and moderate income people and 
communities, it is additionally important to emphasize the 
institution's actual delivery o£ banking services, including the 
location of it« branch offices, its product lines, and its 
outreach and marketing efforts directed at low and moderate 
income and minority consumers and coim&unitlett. 

2. Lenders should be evaluated on their CRA performance for all 
of the types of loans they make, not just housing loans. In 
some cases, mortgages may be a minor part of the evaluation. 
Information about all of their lending activities, especially 
loans to small and minority*o%med businesses, must be disclosed 
to the public. 

3. An institution with a low level of lending in underserved 
comzDunities should generally receive an unsatisfactory rating. 
In this situation the burden falls on the lender to prove that 
it deserves a higher rating, including demonstrating that it 
took appropriate steps to ascertain local credit needs, developed 
products that truly responded to those needs, and marketed those 
products effectively i Local economic conditions and other 
factors that might affect performance could also figure in the 
determination of the instution^s rating, 

4. Lenders must be evaluated on their performance in all 
geographic areas in which they have a presence. A lender should 
not be able to do a good job in some places, a bad job in others, 
and still get a good rating Its performance should be consistent 
across all of its market areas although the actual type and 
volume of loans may vary from market to market, depending on 
local needs and conditions. 

5. Performance standards must be based on needs assessments 
conducted in each local community, not on some arbitrary formula 
developed centrally by the regulatory agencies. 

6. Public input should be solicited in evaluating lender 
performance. However to insure at least a minimum level of 
performance across communities and at all times there must be 
some base line or threshold standards that examiners use for 
assessing credit needs and evaluating lender performance. This 
recognizes that there are not organized community groups in all 
communities, and that even where active groups exist they may not 
always have the resources to participate in each assessment and 
evaluation. 
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• 7. In ordmr to dttv^lop aor^ obj«ctivtt — maur— of londor 
porfonuuico, thors mamt b* a baso lino assoasBont of currant 
parfoTBanco. Ttiia inforaation should ba sharad with tha public. 

8. Examinations should assass tha axtant to vhi^ tha institution 
approachas cosaunity rainvastBsnt activitias with tha saaa 
sariousnass and rigor that it approachas othar typas of businass, 
rathar than viawing it as a coBBunity ralations activity or 
social program. 

9. In assassing landing parforaanca, aseaBinars should considar 
not just tha voIubs of loans nada, but also thair dagraa of 
difficulty and tha axtant to which thay fill critical gaps in 
tha availability of cradit in tha local coBBunity. 

10. Evidanca of discriBination, including substantiva violations 
of fair landing lavs, will rasult in a lass than satisfactory 
rating. 
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SMimNG OUT 



; Clinton's watchdogs are on the prowl — and showing unusual zeal 






anks we uMd to tekral ragolft* 
tOFS Tnwdnif raquMU tor iiitui iiuh 
tion. But not Uk« this. In Magr. 
cht Oflte Q( tlM Compcroikr (rf cht Ciff^ 
i^Bcy ukid 1 uaii oi Los Angtki^bkKid 
Fint tnui^uu Btnk Lulr u> urt iu 
dau «i nKmiivt Jifidutf VSQ 6^wimi 
■wmy%, ExUnJneit wuLcd Lo *n how 
R»i Inursu* «vthj«Uid iu toin tppih 
csnu by nei, h:^ uid LnconM levci, 
aHiong Dttwr thin^, Tlifl buk'a com- 
ptreer nstfin d*viK«j in enwffl d»y u) 
■dirrm;' cht eiusbvc doaimaai nquiK. 
FVst LnU£n[tsE« ii we pE pcrhsps cka- 
«u at buki 'jndAT nfvww ld do^ at th« 
Clinton AdjTumfiCrsCKm'i niDct awvApim 
rtfuiiua-y »donj u> diu. Tht Admifi^ 
tTEUwi hai modfi rtc seem About iti ed- 
tentwn U9 snuif om discniTUitftUKT lend- 
Uif. &UI liiB uHtpe ina mufld* o^ tha 
(rifmsw bu cauKtiC sonw binkm hj 
furptiH. No feww li^Q $ix diflmnx 
fOveminADi flntitiea irc rifliiiji 

CO LLTicover prii:tjc« ibtr 



First Inttrstata officials won't com- 
mint axeapt to say they are cornminari 

to iilir lefiJInjf. But N'AttQTuBiiik. Otti 
locta. N.C.. whkh ]usi dnisAed eu in- 

Ttd'i ABm^ntia vtai I'mr bavond tbe 
[KRin, The ad\-«mnal nftCUrt (tt tho« 
prob«i tuu torat tn iJu iMu3D7 wonder- 
Log wtwiher Lh«y ith praumed giiilty, 
"In t normal atuauon. cxvjninen doo'L 
ffl«] th# [i*«l lA f*i «iciti xyUable on 
tbc rvcord/ aayi Robert H- Lvdifn t 
h^fijrim' Ltwyar in Wvhinjunu titling 
dm with 1 cxwrt reporur and a rsbad 
fiCht htad doesn't *iacUy enssouraf* 
the tvfl flaw 0f discusaicHL'' 

'Hw comptroller'i offica. 



6o<itti 
30 tair-leiidin« eiim i nirinn i this i 
haa airaody u n aa nh ed aaooch evidencf 
to warmt rstorrab to the Justioe Oept.. 
confrna Stephen Croat, the Gee's depu- 
ty oompiroUer nr corapiiHiea: Ooas sagrs 
the ageney has found paaems o< dis- 
parate treatment for whiiea and blacks 
as well as instaneaa in which the tanns 
01 loans approved tor w hi tea are better 
than thoee offered minoritieB. The Jus- 
tice Dept. is working up about a haU- 
doaen eaaea ot its own. spurred by the 
interest that Attorney General Janet 
Reno haa ahotwn fo tair-iendinv nitters. 
MMHnr MMMMfc The govenunent's in- 
tensity is setting the stage for a show- 
down between regulators and bankers. 
L^^ ^Kperu c[fhii*nd sliai the Ibw ii 
murky aboKiir how \o prov« discrumnaca- 
ry behavior- The rub comas trom ron- 
duct LhaL bankan may vitw ms HUiid 
bU4iTte4? but r«gulaion rauidar fla- 
grmxiy diacrimtnamry. Thia la almo$i i 
new ETonuer cot Lht d.vU-righu eruorr*' 
meei uptMnota,' says Charies J. Cooptr, 
m iJumnux of tha Juieksc D4pE.'i Clvtl 
Hi^hu Div. under Rcnaid Reagui. 

FuTLhiT compUeaung tmuers ia cha 
UH of ^ovcnuDcnt teAan who poaa ai 
Loan applicantj. H^ Housui^ A Urban 
DcviJopmeni DapL li working with a 
civil rights rroup' «rhich uaes boib 



There w^U be cuu 
altiei m ihia ba- 
cauie cha govarB- 
mtfhi wutj to 
majca an ejtamplL' 
Hyi John Raimlfl. 
dlTKior or Lbe Fair 
Housing Project ai 
the ^Vflshu^con Law- 
/eri Committaa ior 
CEvi] Riffhia. 

Aill^<court pfcu is but- 
onaed by iht aggres- 
ihra Lacckcs usad in pre- 
liminary mquiu^e»u DfamiM» 
Hv LaJdng iwom Lesdmony. Enione- 
nvenc auoroej^ and <?oun reporEan an 
on tht seme even baton evidlaiiea haa 
bean imuied TeaLcn hava baan dt- 
^iayvi to pTW>d4 case studies of how 
lOjiyirfy sitiiacad loan ap^Ucanu tnxn an 
amy ot neai art judged. And cuitom- 
<n «Ta being ou«^«l to deMfrmn* 
wbaihar race affecta ihm quality oi ser^ 
viees oilered, 'It almodt 3«emi like 
thay'ra on a witch-hunt." uya one 




appintiofii with kbntiaJ Usam- 

daJ Lnformauon to h« 

whalJia' thay art trMted 

ahka^ tba OCC has pUna 

lor similar raviewi. 

Some Lavyeri d|UC4- 

tJiMi iha use oi last^ 

vfs because they 

pfiovide t*nki wiih 

a. -If 



back, rd 

brtng iiv evidenet 
M to bow many 
simcfl ths ^uim u- 
mcnt committed to 
prove [ wai a bad 
:guy,- sayi Ledig. 

Whai4veT the 

govammant'i lae- 

cta* t^ crackdown 

is aura to iAapif* 

btfikar* to step up 



MAVE QNCOVlftED 
PACLAL JDlSCPfMlNATiaf- 



HANKS' lENDiNC 



thera'a oniy » much the rtgu- 

Litdrt can do to alter daepJy m^ 

frnined itatudea. That wpea ot n^ 

fqcn may have to b* left up to tliB 

banhcm LhemKivn. 

£y Linda H^nMiirin, mtk K^ltf fidl- 
I ioKL in .VflF York atd CtMktrim Ymff n 
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/Mjhbein, AttadWRt JJIrh 



Federal Resenre Board 



CRA 



-May, 1M3 



Actual 
Month of 



^^ 



^ 



!ac 



■SN" 



TOTAL 



JAN 


8 


26 


1 





35 


FEB 


6 


18 


1 





25 


MAR 


5 


40 


1 


1 


47 


APR 


4 


25 








29 


MAY 


6 


19 








25 




29 


128 


3 


1 


161 



(18ft) (79.Sft) (1.9ft) 



(.6ft) 
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FlflMbein, Attadinent in-B 



Office of tfie Comptroller of tfie Currenqr . 
CRA Efilwrtoin Publicly ReteMed: Juuuary - Scptanbcr 14, 1993 





!fie 


^ 


ai! 


•SN" 


TOTAL 


JAN 




49 


3 





60 


FEB 




54 


6 





69 


MAR 


12 


58 


12 





82 


APR 




55 


6 





70 


lilAY 




60 


8 





75 


JUN 




55 


10 


1 


73 


JUL 


16 


74 


9 





99 


AUG-SEPT 


25 


103 


13 


1 


142 




93 


508 


67 


2 


670 



(13.9%) (75.8%) (10») 



(.3«) 
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'Fiahbein, Attadnent HI-C 



Fedend Depofitt Insunuioe CorporatkMi 
CRA Efilwrtow NbBclsr Rckased: Jaianiy - Scptanbcr, 1993 





!^ 


!S!1 


ac 


"SN" 


iX)TAL 


JAN 


32 


185 


14 


1 


232 


FEB 


35 


209 


8 


2 


254 


MAR 


31 


215 


15 





261 


APR 


37 


219 


18 





274 


lilAY 


35 


242 


14 





291 


JUN 


52 


271 ■' 


18 


1 


342 


JUL 


43 


307 


13 


3 


366 


AUG 


46 


312 


17 


2 


377 


SEPT 


58 


269 


27 


3 


357 




369 


2229 


144 


12 


2754 



(13.4%) (80.9%) (5.2%) (.4%) 
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Fishbein, Attadnent HI-D 



Office of Thrift Supervisioii 
CRA Endoatioiis Pliblkly RriMied: Qnarten Endliig Much and June, 1993 







WESTERN REGION 








!Q! 


!S! 


ac 


"SN" 


TOTAL 


JAN-MAR 


3 


12 


1 





16 


APR-JUN 


2 


12 


5 





19 



24 



35 



SOVTHEASJERN REGION 



JAN-MAR 


2 


36 


4 





1 42 

1 


APR-JUN 


5 


46 


3 


1 


1 

1 55 



82 



97 







MIDWEST REGION 






JAN-MAR 


7 


43 3 





53 


APR-JUN 


11 


42 1 





54 



18 



85 



107 
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^"" FldAsixiy 



Mortgage Bias 
■^faisaiiiife 
AcmiSays 

>^^t^ 8f^^i>^ fjiih 



WASHINGrrON ^ 

iiol 




bi a sanpcy oT 120 kwlers ui 
23 dliev Hk AssocitticMi oT 
for 



bone mnfUiji i were reeded 
2.86 tones as often as whites, up 
finom 2.72 in 1991. TV froup 
also fannd tint applicatiotts 
finoni blacia fefl 20% between 
1990 and 1992. 

''Minorities' sbare of the 

sbrinkinti** said Maud Hui^ 
national president of Acorn. 
''Too many minorities are still 
treadint water in a sea of lendint 
discrimination.^ 

Despite the bad news« the re- 
port did show some profress. 
About S5% of the lenders with 
more than 2S minority applica- 
tions showed some evidence of 
dedinint differential treatment 

Pint Broad Analytit | 
The portion of conventional < 
loans originated to blacks and 
hispanics increased last year, to 
9.2% ftt>m 8.9%. But that was 
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Mortgage Bias Worsening, 
Activist Group Concludes 



CoiitliiiMd from pof' 1 

still lower than the 11.4% share 
in 1990. 

The analysis also found four 
lenders where white applicants 
were actually denied more often 
than blacks and hispanics: Man- 
hattan Savings Bank, New York; 
Bank One Dallas: First Inter- 
state. Phoenix: and Bank of Bos- 
ton Mortgage Corp. 

The report is the first broad 
analysis of last yeafs Home 
Mortgage Disclosure Act data, 
including 85.652 applications 
for conventional single-family 
mortgages. 

Fed Report Due Soon 

While banks have released in- 
dividual data on minority lend- 
ing for 1992. the Federal Re- 
serve has not yet released 
aggregate data on national 
trends. That report is due out in 
early November. 

Last year, according to the 
Federal Reserve, minorities 
were 2.17 times as likely to be 
denied home mortgages as 
whites. In 1990 - the first year 
banks were required to make ap- 
plication information public - 
that rate was 2.35 times as often. 

"It is going to take years to 
change the overall patterns, be- 
cause of the complexity of 
what*s going on behind the num- 
bers.** said Virginia Stafford, an 



TlH 



rOSBN 0000.7361) 



dqr, Mmi hoKdiyi. Good Mtfiy. iht ^ 
after fUMtiiitiiofc Chiktmm Ew. mi 
HnrKhiv^ e««. ^ noMoa HmbcmI III. 
teMrioo eiMS. a «vWoa ornoMoa 
POhMihioi CofpL, iM ri»> wmd. Ot 
Stminuk, Hnr Itafc, N.Y. 10001 




American Bankers Association 
spokeswoman. 

"In relative terms, a year is 
hardly any time at all if you want ^ 
to make meaningful change. * 
While it is very difficult to find a 
good measure of how well our 
efforts are working, we do be- , 
lieve they are making a differ- 
ence.** she added. ^ 

Some "Shocking* Declines 

But community activists say 
the industry is not doing' 
enough. j 

"'While there are some posi- . 
tive changes at many lenders, it ', 
does not appear that the banking 
industry as a whole is willing or 
capable of narrowing the minor- ' 
ity-loan gap on its own.** the* 
Acorn report said. ^ 

The report singled out two . 
lenders for '*the most shocking 
deteriorations in performance*': [ 
Citibank, where the share of^ 
loans going to blacks and his- ^' 
panics in New York fell to 3% in 
1992 from 11% in 1990, and^ 
Sears Mortgage Co., where in; 
Chicago the share fell to 3% 
from 22.9%. f 

And five lenders rejected . 
blacks and hispanics more than ^ 
7 times as frequently as whites: * 
Harris Trust and Savings Bank, ' 
Chicago; St Paul Fedml, Chi- *. 
cago; Loyola Federal Savings ' 
and Loan, Baltimore; Sears ■ 
Mortgage Corp.; and Northern 
Trust Co. 

Acorn highlighted Philadel- 
phia as an example of a city with 
a strong record of minority lend- ) 
ing. Overall, 43% of loans made 
at the lenders surveyed there 
went to blacks and Hispanics 
last year, up from 35.6% in 1 990. 
In New York, 13.6% of louis 
originated by those surveyed 
went to blacks and Hispaxiics. D 
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Fiahbein, Attacinent VX 



The Community Reinvesiinent Ad hdsh't been S 
much help to inner-dtp businesses. Tkdt Hidp changed 



Byt>BTERpAB 



m 



■nd tavtuRI tfd totnt m Lf nd 
In iJ irtu In *kiicfe iher ime 
dtpiHdl]< 'ti lUird ti f rtunr 

rmi Inatnwnt In (hr Litnct cl^V 

XIjiMA rttn KLc^ . nwiE IM<cA cnln- 

j^ m ^i kfnt: For uwiti. Eh» itw hu 

Mn ItlHir Bud) (rf • 4<id. 

Tin toCH iBf CHAI hu mH btcii on 




Enooura^ad by Clinton . 

TMI, hmcfer, nuf lie dtu^nff. 
rinlt. M Ihcr « >^ll(^ J>H^ elMiiEn 






^aSfSS^tvS^Mi^I 




■ucH-awiMb wmtmi 


m^mm^m 






Ultkl Itodlllllp ^riedi" ayt Pvte Pml' 
litnii dlrtclv 9f co««ujflJiy CmiHJab 
e«- Fsir Btii^JPf In Ntw rnrl- i{^ u]n. 

Tor. vilmDlFi thtl ttiihkj ED ICit 4i:t.,i|i^ 
tnHi|] ,Lbi yiir vit iU* CD [(E &Vil ^ 
Neir Yuri Coqi. b fxpind LLi IntdJi^ 
VEA;lp cerUlr lawtf Incomt nfliJiWr- 
hmifi Jn ffET ¥[irt. tvtn Ihanfh jM 
b»nk didn'l: luw uv]f bfinclHi i(d 
ithtn't tOf 4cp»l^ !■ ItVft tKU. t^ 
(TUttp M4 Mmtififd 19 t»M 4 Biri^) 

[)r ritir r«t'i •qii«iiMJ«i qj q BJirdtv,^ 

9«nlE ,t Hf i th «, iBtflng tbe kK)£| 
nriJ; IfiU inontjf Lo pun', muiUT nUw- 

Etr. [t«i4ftt»rlHCidi- 

T«d WTMCid, K*cid^ 4lnrter d inti 

Htepmvnc OTjit\lfA]Hti\r etit^m. 'Thlnffr 
wwjbd 1>c I kat wnrw IT «« dkdn L Mn^ 
CAA,* he ufi, »Ufif Uiit 'ivllltaul li^-lj 
dofi'l Enaw U WE ohM have pU txif .[ki|' 

' or kiuwviLLTt prQfnjn. ' - « 

rBcentir ben able la |el IT huti. In art'., 
JucUbh vltb Ibe lUit, ta nnuKe i "miixV' 
lOM'I'twitun Ia Cblcifo- Unier lbe pw.. 
(r^nt, nUeti h^pl HatI EiHIlB Qvir 

itnui Uk Ujiw timt, ne« Innkkiiif ConJdUnJlir Etelnr*nl*M:[it rvqiktmnt;- 

kfrij»t rtHUjv 14 Elw Itn pfvotilwH pm nwe IccUi liBlpEbtliHi:||' Ltw iU4e prreniineDl icrevd la InjtCl filP ^ 

li^UulBrt. IfM^ *n ^mmiuly cnotur- nortd Vt ffw prot W oi a Clii«i lor peri' miSim in BlHlE dep^la vKb {}« btnkt.. , 

t|ti Dr Ptfddmt Olntta'i pnmiw lit f^ mifai ud piAif il Mmki' Kn^- wtUi Uw Inlcnii [venM fmn uie de-- 

na m ^ am dw cnniimiiv jwmhtfuntni ini kuvhIh, csood dU nuiiii tiKunc pivitl U bt vk^ la wwta mn tid? 

pnfTH ^ cntuai i nciwvt or l» mv ^ tte Ity cHlirii for owmw nfu- trclnlnf M mlmvMif-fvflM ijaJack Ki" 

OvuwfM^ Pv*fi^nent Bui^ to l^w ituvT ipprv^lJ loT Wnb' owtv v»di K^ tkf bibircKTh ;.« 

ntiHiflHiinlHBlBui>uidmDr1ra|BJn quIUfUW .pliAI. ^'' -- ''. ,t: "'; ^ .'.I^MbMi DHtHT •■■ 9M 4( 1^ bciir 

poor m^bvi IHI ntnJ «nu. QonununJJf .^ |nNp« .- W«i . ■> MVOa Eidllwt, Whn wtm Atittd kr trvW" 

HuniHWH UwT ur. lUtu mn d- ireip« wlMabier m ^^ jljitar Jl*: iftdtf j^U t«i4 Ha t)mf4 la Ih* Jadtli I 

r^idv inovl nr (a Fiihvre the pnfnm im OtA tefUalkm, Ih fni^ omM via nd ^u^^ k^f^^ oT c^Iisid- ia iff i , fb^ , 

IjiEir i;wn riT pjr« Y«rt Slo!* Itanldnf QiniinJ(iBen4x Iv tkiMlallBC b dkllHifi DHUdn't ^vt i lunl: ton. LuKmI, Hm bv 

Depulmeat, lor example. W proposliif jiriTiRRd oKntn tod tt^oUHort. ni«e(l tlt.M Imn duat Erlcmts. ' '' 

clMMia lo Its banUng ndtt that woiiM Jlul irfilN tta *d hii btaoi mei ta lA- Suiki. rtv nri^ >mUn l e*ca am- 

(trenclliai and darliy Uie prafran wlUi i^Jn inotr^Hr Ntidki# mandiMPitf Itim iMfrr cj^r i^iurt jmohh ttn wm't ilte,^ 

UwMcaodncreastnrioaiiiloiinallburi- ikunti. nMchtf Utr «»irr ku faHi tu^ En ihd« t Iricii mAd iil rwmliw i luttT- 

nenes la tow-Income areu. AckaowMr fcM hr TnuilTw^ «lth ivstt rAoi ^rw»ri bed l« in thtil 

Inr "a ihortagt In Uw avaUaMUty of moll hdnenn Tbil'i hiptf Inawt . , ^ "It'i art of Ub Cidflt-U.' un Ml - 

wnall-b Min e M loane.' Oie prapoial calk buib tna't refalnd b kut^ ditLDd Oackwj. To* bn to pmc ymmtil llnl 

for.aiiMacottMrlMnp.llwtfevelOMiieilt UkIt lAlil-lM^aH-lBiMi^ Indkel. kl j in mn fciMhaMi. Iigl l in jiiil 

of bank conaortia to piwldt nnai-buri- Um? knwtUiMidailouiij,. [k UuE vken Iber ■viiIhI m r«i m' 

ncn loam, partkatodjr to aammls ranf- "TbilbitarainiknlstziUi^lnuun lEart Um hinjn— to ihg Ik^pMtx-' ' 

— SMMN. Bank! that Inr wbil It oiri irtMl ^'1 koppesbv la Bui lot Nonpar. Mi EwMfT n- ^ 

•tttanoOVMlMripan- nilnotlJlr4td^Artl^d^/H)wUr.rif' ctlTtf a IMH b«^ taoa Uvn«h Lb 

MMir Qiwlly RaiaiaibiHiil tor ■( at NMknl QKmnMr RciniBl {;3ikftt» frDfTon. AUfB^ Ite kui mi , 

rattafi. scnlQHllltofL ,. , ^ y lor ofrfr half kadte*«ail»K4aM. Uit^ 

Tbo propm kaa Itod aMoMl taa- JUkot Abtn FMMnr Jtmaiir ri ibii / tdri u frfaiwiij to wto v 

pad oa hirftar to toktorittM. to« dw WiAlnittR. Dx, Cmlef iof Omiwiilly 

WutmMat oa dw «•■ ii pnwMkf." CMim, 'wtrt if!«tifii b (be Huk, and 

•( 1!Hi'( Wt tSHlf (4 Ctttnit ■(Iboul ifiMdl^ 



iltrtdatln' 

idi tllBci Iff vUxct in liiKHlnHsii S 

Hit ivn btnkliif bii4 ctUini 



iraaNtoWaMvto^DA 

Piu po w ii WKf Wt 9km Itow. Tlw 10 Twpati \t*\f imall kidDcn hmdiM 

hglakMln •« patMi to nn hi mpMM mscd *ai unntOCeulut. Bankeri d«nl«d 

to eoMVM flwl bariB «■« "nMatof' Uiat ihwj nedMnc and vfved thtL Ihe pro- 

ariMiaeMMriCtflf teNNMiaitMitl- i|il«i woultl havf I44f4 lnlfil«ftUt pa- 



ba^l to ttnd her n 

tttaldkk btnk n-edll Icr thai' wiptiir.,^ 
Hi. D^cbrr hspcc UiaE mntuMT »ta i 
ca« litm to dtf «uftt nhmm \tu oi rv-j 
JvcttM^vWa itw naidi flMiidPf eq «-. 



MdwadMinlattvalylpMni Ttw ilaa vim tiid ih^ tmerdBfld . MEOjr 



a Hm atfC|HMbiy 




I c^., tal> 
I •( dw Ivil wvM. *'llt'^ ID4F1 1 bt d czM^ Ib^.lUTC boHi Mifl a^ 49> to cnv. 
9III o( iptdil pncruni u ^nHida 1m^ Tfat Eilkaia prapw hr totum. ptoa* - 



. Tkaa to IW. at part •( dw dvW-to- uif to niMrttM^nid bubcu.' ufi a to Nnd (^ ibM UM^ ■ yw. 

" ' tn tot lia Anvlaa auksi "Wi^ pvHAiir iHrilif IW mun'l . 

. II II ^ im^ of bub' iji-^ b Etont iiT ^ms^' wt\ 1M abwpKt i 

cfa aM^ w iid dt^toOUL' , \ pm^M^ in HtMdwHfl* prtfnB-Hi 



«■« « wNiw««a MBMH. nrn ■■■ noHV o>naim<p v mU' . r p no iwnt m M i llHi a i i ll W t pwan>g.H 

tftoik At tort. coMMnMjr giwpa katf OMMHitr p*«»,i»r, (te.bukni Tk* dulkiiit^ y thd ibt itod of kwftor. 

MNMhMMi diay MOM: rtatMkH mntato IM ^Hbil^ iM^ovlJ^ i» ^ >i>nait ffaiwim tad lam if , 

bppll e aa to . wia id toai al I— w. aw Act'i tntpict ««lto ^J^(. hi Mi*r 1^-: — ;.'fj, 
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tmOHEASTREXaON 



lAIUfAR 
AFR-JUN 



3C 

9 
13 



33 
35 



9 

7 



"SN" 






TOTAL 

51 
55 



68 



16 



106 



lAH-MAR 
AFR-JUN 



CENTRAL REXaON 



78 
79 



6 

12 








93 
100 



18 



157 



18. 



193 



(0T5 - ALL REGIONS CmiHINED) 



IAN-MAR 


30 


202 


23 


1 

1 


255 


APR-JUN 


40 


214 


28 


1 
1 1 


283 




70 


416 


51 


1 1 


538 




(13%) 


C77.3%) 


(9.5%) 


(.2%) 
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V^^mgton Uitan League^hc 



PrtsidaitSf 
OW MAUDJJU K* OOOVm 



f6r"cilS 




21, IffS 

ChairBan Ksnnttdy and Baabars of tha Subccamittaa, I aa Maudina R. 
Coopar, Prasidant and CEO of tha Washington Urban Laagua. As you 
■ay loiov, tha Laagua is a civil rights and social sarvica 
organization coHsittad to halping our City's disadvantsgad 
cosaiunitias. Wa ara hara today bacausa it is thasa disadvantagad 
cosaiunitias — our cliants and const ituants — that ara diractly 
affactad by banks' cassunity rainvastaant coasitaants and 
policias. 

First and foraaost, it has to ba notad that tha District of 
Coluabia has ona of tha aost innovativa and spacif ic local 
coaaunity rainvastaant lavs of its kind in tha nation. Addad to 
this, our coaaunity has a strong history of advocacy and 
aonitoring to ansura that local financial institutions coaply 
with thair CRA coaaitaants. Thirdly, it also has to ba notad 
that ganarally, tha inatitutions in our coaaunity hava baan 
rac^^iva and willing to work within this foranla of coaaunity 
advocacy and aonitoring. Howavar, in tha saaa braath, I hava to 
raport that thara is an axtraaa, longstanding pattam of landing 



aan Founentti Street N.W. 
WaririMhM,D.C 20010 



FAX 



002)2654200 aa/ 
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diapwritlM is oar City, ii^icli is stssagly ooRslattsd vith xseisl 
dyuesetsristios. Z bsvs pointed out tbmmm tmotm in tte bogimiiag 
of agr testisongr ss • point of rofovMioos if sooii diapftx'ltlos 
oiiist in woshingtoB irith ite f oKcofol loosl law, strong s d^oo s oy 
ooBBitMut and tlio bsnks' villingnMs te work vith tte in— imUi 
-it is imlnsTrlnsMo tte oxtsnt of tte dispsritiss in otter citiss 
vittevt tteso ssfogiisrds. 

Zf yoo sro not «iisro» tte Washington urten Lssgos's tesdqnartors 
building is l o cs t sd in tte nndsrsorvsd sros of tte uppor 14tli 
Strsst corridor. Our innsdists nsightertaood is asds 19 of s 
divsrss group of all national itlaa and raoas« with a ooasnn tend 
of teing lou inoona or vorking class. Our organ! latl on— and tte 
Mayor's CusnunAty tHHwiiiBsiit Oantar loeatad in our building— 
teva teard tte casus of our naighbors teing rs p a at a d ly tumsd 
down for bona nort gagss . But just rooantly* bowsvar, has tte 
axtant of this disparity baa n doounantad in a study by tte 
Matropolitan Washington Planning and Housing AasociationHP It is 
fron ttet this yat-to-bs-publishsd study, antitlad "District of 
Coluabia Financial Institutions: SuHMry of Landing Activity 
With a Spacial Kivhasis on undsrsarvad and Minority Populations" 
ttet will givo tte Suboosadttso an undsrstanding of tte axtant of 
landing disparity in our oonsnnity. Wa want to publicly thank 
MWFBA for sharing tteir data fron this iaportant study. 



Digitized by 



Google 



226 



Briefly, tlM study mxtminrnm thm landing activity of fourtaan 

financial inatitutiona in tlia District of Coluabia aa it ralatas 

to aingla faaily aortgagaa. Fliaaa I ia an analysia of landing in 

undaraerved naighborfaoods ; Fliaaa II focuaas on landing to 

■inoritiaa. Wa will focoa on tlia aajor findinga of Fliaaa II; 

■any of tha aaaa findinga of thia phaaa ara conaiatant with tha 

firat phaaa, but uaa aora racant and axpanaiva inforaation. 

I 
I 

Firat, in 1990, 2,157 loana vara approvad in tha Diatrict of 
Colbabia, totaling $249.6 aillion loan dollara. Of thaaa 
nuabara, 43 parcant of tha loana vara approvad for minority 
applicanta, anounting to 27 parcant of tha total. In 1991, tha 
parcantaga of approvad minority applicant loana raaainad conatant 
at 43 parcant, but tha anount of thaaa loana daclinad to 23 
parcant of tha total anount loanad in that yaar ($266.0 aillion) . 
In othar vorda, in a city that haa a minority population of 
approxiaataly 70 parcant, only 43 parcant vara approvad for 
■ortgaga loana. On tha othar hand, tha raaaining 30 parcant of 
tha population — tha %ihita population— accountad for 57 parcant of 
all loana. 

Thia diaparity bacoaaa avan aora aagnifiad %ihan only African 
Amarican loan applications ara axaainad. In 1990, African 
Amaricans, %iho rapraaant 65.8 parcant of tha Diatrict 'a 
population, racaivad only 39 parcant of tha total nuabar of 
approvad Icana and 24 parcant of tha total amount of loan 
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dollazs. IB 1991« Jkfrioui immriomn •ppliomts agAiB r«osiir«d 3» 
p«ro«it of thm total nanbor of mp f K Owmd loons, toot tte oaoaiit of 
tkmmm loons dodinod to 20 p o roo nt of tte total, drnvmrmmlfg 
¥hito applicants rocolvod 41 p o roo nt of tlio total nosbor of 
app ro v o d loons a c co unt ing for 57 por co nt of tlio total loan 
anoont; in 1991, tlMSo nonbors ineroasod to 51 porcont and 68 
porcont, rospootivoly. And not only is tlio total mabor of loans 
and tlio anoont of loan dollars ■koood bas ad on raca, bat this 
disparity oxplodos whoa avorago loan sisos aro cosparod: in 1990 
and 1991, tlio avorago minority loan siso vas $72,000 and $63,000 
vorsos $160,000 and $163,000 for socoossfol ¥hito applicants, 
r«Bpactlvaly> In othar words, in 1991, tlio avorago loan for a 
%ihito applicant vas mora than 150 parcant highar than for an 
African Anorican applicant. This is unconseionablo. 

Obviously, thoso disparitios in landing basod on raca translato 
into londing disparitios basad on goographio location. Por 
ascaapla. Wards 3 and 5 sharo approKlMAtAly 17 parcant of tha 
District's ownor-occupiod, aJjigls-faMliy units. Yat, 
pradoainaiitly whita, affluant Ward 3 accounts for 23 por cont of 
all loans nado in tho City, whilo minority Ward 5 accounts for 
only 11 porcont. viditionally. Wards 4 and 5, oaoh with ninority 
populations of at laast 85 p or co nt , account for 37 porcont of tho 
District's singlo family housing stock, yot togothor did not 
accuBulato mora than 27 parcant of loans issued by tho fourtoon 
financial institutions stodiod. 
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Mors dismal facts. As of ths and of 1992, of tlia 213 branch 
banks locatsd In tha District, only savan branchas vara locatad 
aast of tha Anacostia Rlvar: savan in Ward 7 and tvo in Ward 8. 
Evan though 11.9 parcant of tha population rasidas in Ward 8, 
thay hava accass to basic banking sarvicas in only tvo branch 
banks. Convarsaly, 40 branch banks ara locatad in affluant Ward 
3 to sarva 12.8 parcant of tha City's population — a diffaranca of 
lass than ona parcant froa Ward 8. 



Again, I vant you Chaiman Kannady and aaabars of tha 
Subcoaaittaa to undarstand that thasa shaaaful statistics 
raprasant a coanninity that is considarad to hava ona of tha aost 
innovativa and stringant local CRA lavs in tha country. Can you 
iaagina vhat thasa typas of statistics vill bring to light in 
conaunitias vithout avan this ona safaguard? 

Racomaandations 

Obvioualy, va naad to do aoaathing about fair landing diaparitiaa 
in tha Diatrict of Coluabia and othar coaaunitiaa, and it naads 
to ba dona nov. And it ia not just only a quastion of forcing 
tha banka to changa thair landing praoticas— although thia ia a 
aajor part — but it vill also hava to includa challanging tha 
coBWinity at larga and tha banking ragulatory agancias to alao 
changa. 
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First, thmrm mamt b« • oonosrtsd •ffort to rooruit and trmin 
BlnoritiAs for bank mtmmgmmttt positions. In fsot, tlis Lssgus 
strongly bslisvss that soaM sinority ssployssnt cosponsnt should 
bo inoludod as part of tho fodoral CRA rofom proosss. 
Currsntly, >minoritios tsnd to bo ccmcantratsd in tho lowsr-lsvsl 
occupations, including olsrical support and tailor positions. 
Uppor and niddla nanagaaont positions — Including tha aspaoially 
iaportant undarwritar and lean originator positions— ara hold by 
ralativaly faw minoritias. This asploysant pattam in itsalf is 
intolarabla, and bacoaas avan Bora so baeausa it parpatuatas 
diacrisinatory landing praoticas. 

It ia basic huaan natura for avary parson to hava cartain 
inharant biasas basad on thair lifa aacpariancas. Now, if banking 
ttndsrvritBr and othar dacision-Mikar positions ara consistantly 
hald by whita najoritias who hava littla or no knovladga of a 
particular undarsarvad sinority naighborhood in thair sarvica 
araa, it is going to ba to tha datriaant of that naighborhood, 
intantionally or not. It nay ba arguad that imdanirritora and 
loan officars ara taught to ovarooaa thasa inharant biaaas, but 
tha point is that thara is still a lot of subjactivity and 
variability built into tha landing prooass. A ninority. loan 
originator froai Datroit has soas saga advica: "Ohanga tha 
aaployaant, and tha landing vill taka cara of itsalf." 
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Also, banks should bs sncoursgsd to crsats sxtMnial second and 
third rsvlsvs of sortgags application dsnlals to snsurs oqulty 
and Incraass landing to nlnorlty and undarsarvad araas and 
rasldants. Currantly, sons banks hava an Intiamal ravlaw 
progran, %iharaby tha bank takas "nora than ona look" at danlad 
loan applications, to ascartaln If thara %ras In fact soMsthlng 
■Issad during tha Initial ravlav that would hava justlflad Its 
approval. Obviously, an Inharant problaa with an Intamal loan 
ravlav policy lias with tha fact that althoiigh tha Initial ravlav 
loan offlcars say not conduct tha subsaquant ravlavs, tha bank's 
ganaral orlantatlon, pollclas, oparatlng procaduras — In othar 
words. Its ganaral "cultura" — vlll still apply. Instaad, 
axtamal programs should ba establiahed, vharaby coasnmlty 
voluntaars and officials froB othar institutions conduct tha 
sacond, and soaatiaas avan third or fourth, ravlav. Natlonsbank 
and tha National Urban Leagua ara collaborating on a national 
daaonstratlon sacond ravlav prograa, %ihlch vlll ba laplaaantad In 
18 afflllata dtlaa. Including Waahlngton. 

Also, as part of tha CRA rafom procass, aach bank oparatlng In a 
local araa should ba raqulrad to astabllsh a coaaunlty advisory 
coaalttaa. In tha Dlatrlct of Coluabla, four coaalttaas Bonltor 
thalr raapactlva banks' CRA coapllanca and advlsa on a nuabar of 
dlffarant laauas, ranging tram tha aost approprlata mix of 
affordabla aortgaga praducts to aarkatlng caapalgns. In our 
coaaninlty, tha afforta of thasa comlttaaa hava raaultad In 
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l.y, B BBjor BiVlMBiB B< tkB CHk CBflBKB fill rill Bill 
bB tB 



hBB, iB fBBtv 
UttlB SBlBtlBB to BiHftlMr tiMt IbbUIbIIiI 1b B^BTIbJ itB CHk 

LMgBB bBllBVBB tiMt tidB BrlticiBB 1b ^TBUA. 
liBB iB tiW fSBOt timt fBr BOBt 9BKPOMB, tlM 

OallBCtBd CB B BBtZ«pBlltm"-«iAB 00B1B« BIiIcII Is iBCXBBBlByly 

OiBtrlct B< OBlaablB, tkm BSdiaB hn—ilMiia Iboobb la $30,727 bb 

OiliBlBd tB $4C,M3 iB tiW B a tT BpalitBB BTBB, B dlffBRBOB Bf 

OBBT 92 pBTomt. ABd tliiB dlapBTlty will Ibocbmb Vlth BBOh 

llTBBBlal OHMBB* BS BOKB OOtlylBg BBbBT to B Vith' YBBtly diffBZBBt 

BMdB from tlM OiBtrlct btb Bdted tB tiw MJk. IB ZBOtlfy tlilB, 
BB xmoaamttmd Blwt bb bbb bb tSm obrlB BB fo r baak ragBlBtocB tB 

BVBlBBtB tlM BMdB Of tlW tBBJfl Olty •&« ttm iBBtltOtlOB'B 
BMB to thlBl BMdB fey JBOlOtlWg tllB tlliiOl Olty'B 
iBOOBB «BtB frOB tlM FMt Of tllB MJk. 
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similarly, financial institutions should also bs rsquirsd to 
discloss ths racs of approvsd applicants for both coansrcial 
loans and consunsr loans. Obviously, hoasoimsrship is invaluabls 
to ths long-tsm stability of a oonninity, but squally important 
to our cosaunity is ssall minority businsss dsvslopssnt. In 
fact, in soms of ths iansdiats arsas around our hsadquartsrs 
building, it is thsss minority businsssss that ars ths hsart of 
ths nsighborhood and ssrvs as ths spark for incrsasing ths 
intsrsst in its housing stock. Additionally, it is also 
important for financial institutions to documsnt ths racs of ths 
applicants approvsd for consussr loans becauss it is oftsn thsss 
loans that sstablish and build upon ths crsdit nssdsd to purchass 

Thank you Chairman Ksnnsdy and msmbsrs of ths Subcosaittss for 
this opportunity to prsssnt ths Washington Urban Lsagus's visvs 
and rscommsndations. With ths Isadsrship of both ths Lsgislativs 
and Bxscutivs branchss, ths CRA will bacons a mors powsrful tool 
to sarva our community's financial nasds. 
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U^ HOUSE OP BBPBESBNTATIVES 
October 21,1993 



Mr. eh a mn a n idnignbciioflfae 

My name it CiMliy Bessatt nd I am the CcMumimity Inves^^ 

NatkxitBaiik. I appreciaie tfaii opportunity to ifaaie my company't potiti o ii on Ihe 

Community Reinvestment Act. 

NationsBank it the foQitli-laigett bank in Ametica. We serve moie than 660 
comrnnnitiw from the Distrig of Cohmibia, south to Miaini and west Itmiglit 

smprise you to learn that 40% of our service aiea meeto the definition of an undersetved 
mnket So for my company, community-based lending is fw more than the right thing to 
do, and it's more than good busmess - it is also absohitely critical to our success as a 
company. Loi|g4enn community prosperity diiecdy imparts our coiporate prosperity. 
So, we have implemented a community invyjtment progfsm wiA very aggiessive goals— 
which we aie exceeding. 

You may be aware tfiat our cfaaiiman, Hugh MoCon, has pledged tfiat we win inake $10 
billion in community investment loans by the end of this decade. In die first year of this 
pledge, NationsBank loaned more dian $2J2 bilhon for affordabk housiitg, snudl 
businesses and community development pwjects. I am proud to say that we are on a pace 
to exceed our ambitious $10 billion goaL 

I do not intend to document our community lending aocomplishmcats today. RiU details 
are contained in our written submission. Suffice it to say that our efforts have been 
aggressive end varied. We have gone beyond promises and are produdng results. Are 
we where we want or need to be? Ofcouisenot Nocyet,anywi9. But it remains our 
goal to be the leader in community development lending. 

1 
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r stress that nobody- and oettaiidy DO r^nlatioo-ooiiii^ We do 

it because we see the potential of this maiket and we want to act on every opportunity. It 
is highly ironic and enonnously frustrating, then, to find ourselves hampered by the 
GxnmuiiityReiiivestnieiit Act -the very law thai is supposed to proinote this efifort At 
the risk of preaching to the choir, Mr. Chairman. I respectfully urge you and your 
colleagues to help strengthen the CRA. 

Now, you may have heard that my company's position on CRA reform is not always 
popular within our industry, that we have "sold out" or given away "bargaining chips." 
Therefore, let me be very clear. I speak only for NationsBank. NationsBank advocates a 
stronger, more results-oriented law. Our communities rightfully demand it, and our 
desire to be effective requires it. 

To be blunt, the CRA does not do what its Cramers intended. Most people outside the 
banking industry - and perhaps even some of you - think the CRA encourages 
community lending results. In fact, the law emphasizes process at the expense of results 
and detracts from our community development efforts. Our regulators look more closely 
at our documentation than at the amount of conununity-based lending we do. Because of 
this orientation, banks with similar performance records can receive markedly different 
ratings, dqiending on a number of factors -geography, time of year, the members of the 
examining team and, it sometimes seems, the phase of the moon. 

And the performance measures themselves are dismally unclear. In foct, they're so fuzzy, 
it's almost comical. F6r example, suppose I asked you the difference between "ongoing" 
contact with the community and "regular" contact with the community. Which gets the 
higher rating? What's the difference between "sound" marketing programs and 
"adequate" marketing programs? And how do you measure it? What if one bank is in 
"sub^antial compliance with all provisions" of the law, while another is "in comidianoe 
with the substantive provisions" of the law. What does that mean? 

Unfortunately, those are direct quotes from the performance guidelines issued by the 
OCC. With all due respect to our regulators, diose guidelines are totally subjective. How 
are we supposed to know what to do? And how are our communities supposed to know 
how we are performing? And, how can anyone co mpare performance among banks? 
This murky, process-oriented approach generates inconsistent ratings and unrealistic 
expectations in the neighbocfaoods we serve. The result is that nobody is happy -not the 
regulators, not the bankers, not our conununities. 

In his CRA reform initiative. President Clinton has asked the regulatory agencies to 
recommend changes to the law. I have watched llie regulators advance their mission and 
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have pfovkfedinimtduiing this pvooest. AndlamcmxwmydtiuitliieidiciBltwillbe 

abomfuH private «ectDrpartkipatk» in commum 
r^luUrtontheflBadvescaniiifliiiBaoe. Coogiest most alto act to enhanoe an 
cases, guide Ihe actiont of our itgolatefs. 

The areas of i»temial lefoim aie numeroos, but I wookl like to ooocentiate 
specific recommendations that we believe are most criticaL AUfoorofthem 
results over process, end kMig-tenn solutions over sboft-tenn panaceas. 

First and most impoctant, we imcsr set objective standards for CRA performance 
measurement These standards should be both quantitative and quditative, and should be 
set with the input of banks and commnnity advocates. 

Now, I know that objections have been raised about this idea. Some banks think their 
programs are unique and should not be measured against a numerical yardstick. Some 
community groiq;is are concetned that objective standards woukl exclude them from the 
dialogue. But these hurdles can and must be overcome, because we believe objective 
standards are critical to any meaningful regulation. F6r example, instead of requiring that 
a certain process be "ongoiog," mandate that it be done "four times a year." This simple 
acgustment woukl make it crystal dear what level of activity is expected. Asapartofthis 
effort, we encourage involving community advocates in identifying Ihe processes to be 
measured, such as educational seminars, neighboihood-based outreach efforts eiid public 
rqporting of results. 

As for quantitative measures, performance can be calculated usmg a variety of techniques 
that frictor in bank siie and market dynamics. Specifically, community investment loans 
cookl be calculaied as a peroent^ge of total asaeto or deposits. Or, we coukl use 
cor npara t i vc measure s such as loiBi-ttHieposit or k)an penetration ratios. Inshoft,we 
suppiott standards that make room for qualitative and quantitative criteria, that indude 
input from the communities and that are fur to banks of all sizes. The recent New York 
Sttte legislation on coinmunity lending is an excellent guidcpoit regarding souiid 
approaches to objective measursment I am convinced it is wordi woridng toward 



Second, we simply must have specific definitions, especially when it comes to 
determhiing what kind of activity counts toward a CRA rating. It is time to put an and to 
the discussion of what is or is not CRA. The menu of activities must be dear and direct 
We are not saying that all banks shouU have to do all types of activity - but all of us, 
including our regulators, must be able to read the menu. 
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Third, noa-bank institutions that receive government support or govenunent contracts 
should come under the CRA. The law was written to stop banks from "redlining/ but 
banks today take less than half of community deposits. Other institutions- not covered 
by the CRA but receiving public benefit or taking local deposits- currently have no 
responsibility, or incentive, to lend in these communities. We would further advocate 
making government and quasi-goverament agencies, such as Fannie Mae, Freddie Mac, 
the Small Business Administration and HUD, responsible and accountable for 
participating in conununity-based lending. Broadening the scope of the regulation to 
draw in these additional lending sources would make more loans available to the 
neighboifaoods that need them. 

Finally, Mr. Chairman, I would ask the subcommittee to look at clarifying the body of 
consumer legislation with respect to its consistency with community development 
objectives. There are several laws and regulations that conflict with the intent of CRA 
and actually create barriers to effective programs. These include safety and soundness 
regulations, the Equal Credit Oppoitunity Act (Regulation B) and the Home Mortgage 
Disclosure Act itself. 

We have learned that conununity development lending is far from unsafe. In fact, our 
conununity development lending portfolios peifonn as well as our general market loans - 
and even better, in some cases. But community development loans do look different than 
so-called "traditional loans." Sources of equity are different, debt-to-income or loan-to- 
value ratios are different and appraised value is often no measure of real value. The list is 
extensive. 

These variables do not make for unsafe loans, but they do make for loans that are viewed 
adversely by our regulators. The result is the ultimate Catch-22: a mandate to make loans 
that are then criticized -unjustifiably -as unsafe! Revising^ safety and soundness 
expectations for community development loans will reward innovative, yet proven safe 
lendmg. 

Regulation B prohibits financial institutions fiom collecting infonnation about borrower 
race, but our communities want informatioo about the demographics of our lending 
patterns, especially to consumers and small businesses. Further, our ability to test for 
equity in our lending practices is hanipered by the inability to collect this infoimatioo. 

HMDA measures only the loans we originate. But effective results can also be obtained 
through bank consortia, community-based partnerships and funding of lending done by 
non-profit organizations. Tliese creative solutions are not reflected in HMDA reporting, 
so banks have no incentive to participate in them. In fiict, since we get no credit or 
recognition for sudi activities, we have a strong disinoeative for participation. Simply 
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put, objective measureoiem- wlikii we supfxxt- should iDd^ 
just a snapshot of our direct lending. 

Last, but £Br £rom least, we would ask that any infocmatioo we gather as a result of self- 
testing (by that, I mean measuring the equity of our own process) be made privileged. 
Self-testing is a powetful tool for improvement We use it and believe its use should be 
encouraged overalL However, the knowledge that unflattering self-testing results can be 
subpoenaed, made public and used against us is an even won powerful disincentive. 
Many other industries already enjoy such privflege. The state of Maiyland already has 
passed such l^islation. Relief on the national level would significantiy advance our 
effoits. 

While reform of the Community Reinvestment Act does advance community 
development objectives, it is at best a short-term action. To realize the fiill potential of 
the private sector, legislation must contain incentives for community development 
activity. Incentives work. To see the power of incentives we need look no further than 
the low income housing tax credit It has been responsible for construction or renovation 
of more than 500,000 housing units since its inception in 1987. 

Funding the Bank Enterprise Act, sponsored by Rep. Flake (D-NY), would be another 
step in the right direction. 

The point is this: the CRA itself contains no incentives. Congressional action is requited 
to change that And, incentives are part of the long-term solution. 

In conclusion, at NationsBank we welcome high standards and we welcome the input of 
community advocates in setting them. We will exceed them -if we can understand them. 
If I leave you with only one thought today, I hope it is this:. The CRA, as currentiy 
written, is Ixtoken.'* We urge you to fix it NationsBank supports you in your stated 
desire to produce legislation that emphasizes results instead of process, and loiig-tenn 
solutions over band-aids. 

The critical elements of a successful solution are: eliminating regulatory inconsistencies, 
taking input fiom both the industry and the communities, and making results measurable. 
This is a timely issue that needs serious attention. I conmiend this subcommittee for its 
interest in the subject and, again, I thank you, Mr. Chairman, for this opport u nity to 
testify on behalf of NationsBank. 

* 
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A. INTRODUCTION 

Chairman Kennedy and menrtbers of the Subconrtnnittee, 
on behalf of the National Conrvnunity Reinvestment 
Coalition (NCRC), I welcome this opportunity to discuss 
President Clinton's initiatives surrounding CRA Reform. 

Mr. Chairman, NCRC represents this nation's largest and 
most comprehensive national and community voice on 
the subject of community reinvestment With over 350 
member organizations spread across the country, 
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with constituents in every state and major metropolitan and rural 
environment, NCRC has a wealth of front line' community reinvestment 
experience to share with this Sut>committee. i have included a 
complete NCRC membership directory at the end of this testimony, 
listing the organizations and the community and state where each 
member is headquartered. 

We applaud President Clinton's adcnowiedgement that 
community reinvestment is an important ingredient for America's 
economic revltalization and particularly for our distressed 
neighborhoods and communities. The President was correct and 
insightful to invite America's lenders and community representatives 
to particpate in a dialogue and process, managed by the t>ank 
regulatory agencies, aimed at developing meaningful CRA change and 
reform. 

NCRC toolc this invitation to heart and was very pleased to have 
had over 60 of our member organizations testify at the seven regional 
hearings conducted by the regulators, including the hearing in NCRC's 
Chairman Irvin Henderson's hometown. Henderson, N.C. NCRC members 
shared copies of their testimony from those hearings with our staff 
and this has better prepared me to accurately represent the 
community perspective on these matters. The comments which follow 
are based upon the collective opinions and wisdom of these many 
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experienced and dedicated community organizations worldng to 
increase fair and equal access to credit in every region of this 
country. 



B. OVERVIEW 

Mr. Chairman, CRA reform is long overdue and President Clinton's 
call for reform Is on the mark. Too many of America's marginal and 
distressed communities have been abarntoned by the finandai 
institutionai industry. Minorities continue to receive disparate 
treatment from lenders all across this country. Early indications from 
the 1992 HMDA data suggests little change in this area. This is not to 
say that the Community Reinvestment Act doesnl woric, indeed it does 
work, if given a chance. The problem has been that that chance has 
rarely been offered by those empowered to enforce this act over the 
years, namely the bank regulatory agencies and others. Success 
under this law has usually required active and aggressive community 
leadership, k>caily challenging the lender's performance. But alkm me 
to begin with some good news. 

First, the regulatory environment appears to be changing. 
Encouraging comments from Office of the Comptroller (OCC) head 
Eugene A. Ludwig, Governor Undsey at the Federal Reserve Bank 
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(FRB), and leaders at the Federal Depository insurance Corporation 
(FDIC) and the Office of Thrift Supervision (OTS) all suggest a new 
emphasis and added attention to community reinvestment as needed. 
While stiH skeptical, many of us sense a new day is dawning in the 
regulatory environment, where fair and equal access to credit is now 
regularly appearing on the agendas and tongue of the FRB, OCC, OTS 
and FDIC. In addition, increased interest in fair lending issues from the 
U.S. Dept. of Housing and Urt)an Development (HUD) and the U.S. 
Department of Justice also suggest positive changes. Secretary 
Cisneros and Attorney General Reno are to be applauded for thier 
interest and early commitments to these fair lending issues. 

In the meantime, Mr. Chairman, another positive phenomenon is 
also taking place. All across America, community leaders, 
organizations, elected officials, religious leaders, unions, and others 
are awakening to the critical need to maintain and develop strong 
local financial instituttons. committed to the economic well being of 
our own cities and towns. Everyweek and everyday, Mr. Chairman, a 
new voice contacts NCRC and asks, how can I keep my lender in this 
community? How do we bring the lenders back to those 
neighborhoods they abandoned in our state? How do I get these 
lenders to invest in the poorer and minority people and communities? 
Each and everyday Mr. Chairman, more and mora of Amerk:a's kx:al 
community and politk:al leaders are recognizing that we shall all fail 
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without the true commitment of these financial institutions to our 
distressed and marginal neighk>orhoods. 

The process and dialogue President Clinton had envisioned has 
begun Mr. Chairman. Lenders and community groups, long and stMl in 
opposition on many issues relating to community reinvestment, have 
begun to worlc together on CRA reform. To the credit of many 
community reinvestment leaders, we have pushed t>ack the distrust 
and disappointment we held toward most lerKJers and all the 
regulatory agencies, in order to provide helpful and sut>stantive 
suggestions on how to improve the regulatory system around the 
Community Reinvestment Act. To the credit of many lenders, they too 
have come forward with some proactive suggestions for reform. It is 
critical that this process and cooperation continue and guard against 
one-sided, wholly critical leiKJers and others who eschew cooperation 
and reform. 

Mr. Chairman, please allow me now to offer some very specific 
suggestions for CRA reform which NCRC and various members have 
offered to the regulators and others. 

C. REC0MMENDATI0II8 

1. Sueeeaafful community reinvestment begins on the loca 
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Any CRA relonn must take inio aooount the fact that credit 
needs vary from slate to state, town to town, and indeed 
neigtitXKtKXXl to neighbortiood. Whie one neigtil>ortKxxf s need may 
t>e ceritsred around ttie need for affordat)le iKMising, arKither 
neight)ortiood's critical credit needs miQht t>e for small txisiness 
lerKfing, stii arKither for consumer loans or tMisic t>anldng services. 
The premise underlying ttiis point is ttiat an effoctive CRA regulatory 
system must include a mechanism wtiich calls for the lender to work 
ctosely with grassroots community leaders to Mentify a communities 
credit needs and to provkle a specific response based upon those 

Additionaly, the bank regulatory agencies must improve in their 
efforts to contact and involve k>cal community organizatk>ns. 
Community leaders often fiave much to share with examiners about 
k>cal community credit n eeds , as well as community experiences with a 
partkajlar lender. Yet frequently, we hear from NCRC's memt>er8 that 
ttie bank examiners failed to contact that member during the course 
of its CRA examination, or if they were contacted it is almost always 
with very little notk» and therefore little time to prepare meaningful 
input arKJ responses to the process. The t>ank regulatory agencies 
know, often months in advance ¥vhen a particular institution is t>eing 
evaluated. They should be required to give the community 
organizations at least 60-90 days advance notice of when such exams 
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will be taking place.. 

Finally, NCRC members have recommended that the substance 
and process surrounding CRA evaluation reports could be improved 
to better serve the public. Members frequently complain of the 
nebulous and lade of specificity of these reports and of the need to 
have the examiners provide greater detail on the actual lending 
performance on which the examiner based their report. 

2. Performance is the key, not proceee. 

Over the years, CRA ratings were given solely on the tiasis of the 
reporting abilities of lenders. Those wiio were able to document 
marketing efforts, list and describe meetings with community leaders, 
display cotorful, multi-raciai brochures, and the like, received 
'satisfactory* ratings or better. Today. 93% of all lenders continue lo 
receive such ratings, much to the bewikJerment of NCRC and other 
community leaders, if no other refonm is made to this community 
reinvestment system, it must be that lenders are measured on their 
abHity and success in getting dollars and basic banking services into 
the hands of America's underserved popuiatk>ns. No brochures or 
any amount of community meetings should merit a 'satisfactory* rating 
when real financial commitments are absent. 

Lenders who fail to meet this threshoM measurement based 
upon lending performance must be denied their corporate 
appitoattons by the bank regulatory agencies if anyone expects such 
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t must be made dasr in any CRA feform •■! Wing 
CRA grades aJ be coaty lo an inHttuUon, The measege must be llisft 
tf you fai 10 meet t» crecil n eeds off tioee in your taiget aree« and 
pailioidafly the poor and minorifies. then your oofporaie plans wM be 
put on hold. 

In addtton, the londmg peituimanoo off a lender must be judged 
on a wariely off types off loans, not only housing reMad loans, ImA 
smal business lo o n s , oonsumer loans, loans lo nonprofit developecs* 
and how offkiLlive the lender is in making these loans aooessMe lo the 
imdeiaenfed popitolions. For example. docB a minority loan eppicent 
haws to travel across town to spook with a k>an offloer with the 
authority to approve their toan? Does ttie institutkxi even maintain a 
branch in ttie minority community? Answers to these questkxis 
provkle vakittble insight into ttie lenders reel performance intentk>ns. 

Examiner s shouU inckide in ttteir performance analysis the toan 
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to deposit ratios of an institution to determine if the lender is actually 
lending to or near its capacity or instead Investing in government 
securities and other paper investments. In 1988 commercial lenders 
loaned roughly $800 bllUon to borrowers and invested some $500 
billion in government securities and other investments. Mr. Chairman, 
that lending pattern has reversed itself In 1992, with only about $800 
billion going to borrowers and $800 billion Invested in paper. The 
result of course has been a drying up of a great deal of capital for aN 
borrowers, however, this contributes to an exacert>ated situation in 
the minority community, already hungry for credit and capital. 

Mr. Chairman, we believe the examination's process wiH t>e 
Improved if examiners also look at the substance and quantity of a 
lender's portfolio. By this we mean, v^iat is the percentage of loans 
outstanding, v^iat types of loans is the lender making and in what 
amounts. A survey of these Hems will help the examiner Mentify the 
market which a particular lender actually has carved out for 
themselves. The examiner shouM detennlne If the lender's market 
niche serves the needs and convenience of ttieir entire credit area. 
They shoukJ determine how the poor and minorities are served by this 
market niche. They stK)uld determine the types of k>ans not being 
made, but needed in the target area, and the responsibility of the 
lender to meeting those needs. 

Finally, good performance shouM not be limited to only portkHW 
of a target area. A lender shouM not be conskJered to have 
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3. PubOe aeoeea lo 

Mr. Ctiaimian. as I mentioned ooffior, most off ttie succe ss we 
have witnessed under ttie Comm u nity Reinvestment Act has been as a 
result off community and grassroots organizations pustiing lenders on 
the local level lo address community credit needs. Wtiat has moved 
the dteussion ti o t woon tfie community arKi lenders from one off 
anecdotal stories to concr e te assessments off lerKlers actual 
pertemance has been ttie cMity of tfie put)lic to gain access to 
regulflttory assessment information and HMDA data. 

You and many menlbers off this Sut)committee are to t>e 
applauded for your success in passing ttie Financial Institutions, 

fMorm, r^ecovery and Enforcement Act of 19 wtiich gave the 

public for the first time, the aMMty to review bank examkiers CRA 
assessments and ratings. 

The HMDA date has also given local communities the ability to 
specifically determkie how %vei a partkajlar lender is doing to meet the 
housing credit needs of ttieir communities. However, while we are 
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pleased that the Federal Reserve Bank, vtfhich has been chaiged with 
accumulating and disseminating this data, is now finally making this 
data avaiiat>le in disk form, it is still represents a major hurdle for most 
citizens to be at)le to utilize this data We recommend that this 
InfomiatkHi be made more easily accessible to the general public and 
that additk>nal data including income and racial statistics (InformatkMi 
already accumulated by the FRB) be also made available to the public. 
Further, to encourage useage of this informatk>n, and in recognitkMi 
of the extremely limited financial abilities of most community 
organizatk>ns, that such informatk>n be made available at no charge. 

Mr. Chairman, as we all know, the HMDA data disctoses only part 
of the lending ptoture. Unless and until small business and small farm 
lending is disclosed in a meaningful manner, with racial, income, and 
other characteristics displayed then we shall surely continue to have 
only a partial handle on the lending landscape in America. NCRC hears 
frequently from many of its members that mifK)rities are routinely and 
consistently denied fair and equal access to small business k>ans and 
that small farmers are routinely denied credit. Once again, Mr. 
Chairman, are we to continue with only anecdotal evkience In this 
area, or do we truly wish to ok>tain a fuller understanding of the credit 
fk)w patterns in America? 

Finally, Mr. Chairman, we have heard from members who have 
expressed their dismay that the process for obtainktg the examiner's 
evaluatk>n reports is often diffteult and that a toll free or some other 
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BhmDd by moot oooHiiunily lapfssonlaiivBS. Fast, most CRA < 
hava only scant kaMng and undofslandsig off how to detormino a 
communtt)^ credft noodi and oonsoquandy aacadain wholhor a 
lendar is psffooning Has fcaidion wal or pooffy. The regulatory 
training programs must t>e revised and revamped to educate 
examiners on. among other tilings, ascertaining ctfid understandtog 
credit needs , underst a ndaig oommunity-t>ased eoorwmic 
dovelopmont. and me thod s for identifying ctfid s ucce ss fully 
oulreaching to comm u nity agencies and leaders. 

Addttonaly, we have learned from memlMrs and tenders that the 
CRA exami na tion s process is often vi e w e d liy examiners as a sub- 
responsMity to what they perceive is their main function, namely 
safety and soundness examinations. As long as this imprsssion 
prevais then the CRA examin a tions process wM remain flawed. 
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Finally, our members frequently tell U8 of their experience in 
meeting examiners. Most often they are white arKi male. Meaningful 
dialogue with community leaders from minority communities and 
agencies will t>e enhanced by increasing the representation of those 
groups in the examinations ranics. 

As flawed as the CRA examinations process is, it does provide 
some opportunities for community people to provide rare input into 
the lenders perfonmance in their community. In addition to what 
appears to be an *easy grader* attitude on the part of the examiners, 
this process is hampered by the infrequency of the actual 
examinations. Most lenders are supposed to be examined annually or 
at most every two years. However, experience shows us that on the 
average lenders are examined every three to four years and for some 
even more Infrequently. This lax system of review creates a genuine 
difficulty in that the CRA rating which is applied during a corporate 
application may be highly dated and not relevant to the lenders actual 
recent CRA activities and performance. 

Finally, the agencies have ^aditionally chosen not to use the 
broad array of sanctions they have at ttieir disposal. Long before 
denying a corporate application (also a rare occurrence) the 
regulatory agencies are empowered to also exercise broad 
supervisory authority, including writing agreements ¥vith lenders or 
whan needed issuing cease and desist orders. Since regulators rarely 
use these powers, then the enforcement process becomes limited to 
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solely denying or approving corporate applications. Obviously, only a 
minority of institutions have corporate applications at any given tinrie. 
Therefore the regulators, under their current enforcement practices, 
are limited to affecting only a small group lerKiers at any given time, 
even though the most aggregious lending practices might be taking 
place by lenders currently not submitting corporate applications. 

D. ENFORCEMENT OF FAIR LENDING LAWS 

Mr. Chaimfian, The National Community Reinvestment Coalition 
hears frequently from its members about the minimal attention paid by 
law enforcement agencies to violations of fair lending under the Fair 
Housing Act, 42 U.S.C. 3601 et seq. and the Equal Credit Opportunity 
Act, 15U.S.C. 1691-1 691 f. 

While community leaders work on several fronts to reverse the 
practkres of redlining and discrimination in lending, we are woefully 
behind in applying judicial remedies to this problem. 

The few cases which are brought forward, are most often by 
private litigants lacking suffk:ient resources to adequately engage in a 
discovery rich legal process. 

The U.S. Department of Justice estimates that for their 
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department to prosecute a lender under this law, the average cost 
runs between $300,000 and $500,000 per case. In fact, the one and 
only fair lending case brought by the Justice Department under this 
act was filed on September 17, 1992. The estimated cost of this case 
was in the one million dollar range. And while the impact of this one 
case should not be underestimated, as it sent shocic waves 
throughout the industry, the Justice Department estimates that their 
capacity to prosecute lenders for unfair lending practices will be 
limited to a few cases per year. In the words of Acting Assistant 
Attorney General James P. Tumer, "At that pace a remedy for this 
serious problem of discrimination in access to credit ... will be a long 
time coming." 

One suggestion is to have the Justice Department seeic legal fees 
in these cases thus providing the financial resources to continue to 
prosecute the worst offenders. 

fianic regulatory agencies could malce a serious contribution to 
correcting the problem. Much of the Information which needs be 
obtained during the discovery process is within the reach and purview 
of the banic examiners. The lender Is under no obligation, absent 
court order, to assist the Justice Department in their investigation by 
supplying lending and other data. Conversely, the bank regulatory 
agencies have this capacity and access to this data. Eariier in the 
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had announced their intention to cooperate in identifying the worst 
lending violators. The regulators were going to analyse the lending 
data in their respective shops and target roughly 20 lenders for 
Justice Departntent to review and possibly file actions against. 

Unfortunately, this cooperation appears to have broken down. 
Mr. Chainnfian, this is niK>st unfortunate. Had the regulators and Justice 
Departntent proceeded with their plans, the impact of some 20 
lenders paying large fines for unfair lending practices would have been 
trentendous. OrKre lenders teamed that not only did they have to 
worry about community protests, and the rare possibility of an 
application being denied on CRA grounds, they would now have to fear 
criminal and civil liability with the possibility of large class action 
damage awards. This incentive would have not only weeded out the 
worst offenders, but also put many lenders who give peripheral 
attention to CRA on notice. 

Mr. Chairman there is some promising news in this matter. Over 
the course of the last few months, NCRC has received calls from 
several state attorney generals offices, seeking information about 
banks in their area and about prosecuting a lender for unfair lending 
practices. While this is encouraging news, the Justice Department 
must remain in the business of prosecuting under Title Vlll and the 
ECOA if natk>nal attention is to be brought to the issue. 
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Additionally, section 805(a) of the Fair l-lousing Act, as amended 
in 1 988, states: 

(a) In General. - It shall be unlawful for any person or 
other entity whose business includes engaging in 
residential real estate-related transactions to 
discriminate against any person in making available such 
a transaction, or in the terms or conditions of such a 
transaction, because of race, color, religion, sex, 
handicap, familial status, or national origin. 

The Act defines "residential real estate-related transactions" to 
include lending for acquisition, construction, improvement, repair or 
maintenance of dwelling units or loans that are secured by real estate. 

Furthermore, Mr. Chairman, the U.S. Dept. of HUD has interpreted 
these transactions to include not only lending, but insurance activities 
as well, a matter which is of importance to this Subcommittee. 

Sec 810(a)(1)(A)(i) of the Fair Housing Act also authorizes the 
Sec. of HUD to file complaints "on his own initiative", or what has 
become known as "Secretary Initiated Complaints". 

Naturally, none of this is relevant if the Justice Department, the 
State Attorney General's Office and/or the Sec. of HUD fail to bring 
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actions on unfair lencing practices under ifieir respective 
jtfisdctior& However we are encouraged by comments, made 
recently by representatives from these respective agencies, which 
suggest an in crease d consciousness about the need for lendmg to be 
appied fmfy and equaly. Moving from word to deed, this shoiid 
Uafftlale into new and increased comnvtments toward utilizing the 
avaiabie judciai and adninisliative remedKS to effect the lendvig 
patterns and practices. 
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THE WALL STREET JOURNAL FRIDAY. OCTOBER 9. 1992 



Congress Passes Housing BUI Imposing 
New Rules on Fannie Mae, Freddie Mac. 



By KEnrNBTH H. Bagon 

Staff Rtp»rter of Tiac Wau. S-mRfer iouRNAL 

WASHINGTON - Congress completed 
action on a bill that would impose new 
regulatory, capital and low-income hous- 
ing requirementt on the Federal NatlonaJ 
MMtgage Assodadon and the Federal 
Hmw Loan Mortgage Corp.. while euing 
some banking regulations. 

The banking provisions, which would 
lighten or delay parts of a bank-safety law 
Congress passed last year, akmg with the 
Fannie Mae and Freddie Mac regulations, 
were Included in a hoiiing authorization 
bin that passed the Senate on a voice vote 
last night after clearing the House last 



Housing Secretary Jack Kemp wanu 
President Bush to veto the bill. "I don't 
think we shouM institutionalize Uie fUwed 
programs Uiat we moved away from in the 
1980s." Mr. Kemp said, noting Uiat Uie bill 
wouM reverse an effort that seeks to 
reduce government participation in hous- 
ing in favor of more private investment. 

But the bill contains many Initiatives 
sought by tiw administration, including 
bee(ed-up safety and soundness regula- 
tions for Fannie Mae and Fteddle Mac 
some regulatory relief for banks and a 
provision Uiat wouM give tiw government 
moit power to combat money-laundering. 
A White House official has toM bankera 
Uiat die president plans to sign ttie bUI. 

Fannie Mae and Freddie Mac are gov- 
ernment-chartered. stockhoMer-owned 
corporations that pump money into hous- 
ing by purchasing mortgages from banks. 
Uirlfts and mortgage bankers. Together, 
tiiey have financed about one-third of the 
S3 trillion in residential mortgages out- 



In recent years, u taxpayen have 
borne ttie high cost of failed savlngs-and- 
kMn associations. Congress and die ad- 
ministration have become concerned 
about Uie potential liability Uie govern- 
ment faces on Uie approximately SI trillion 
of securities Issued by Fuinle Mae and 
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October 20. 1993 



District of Colaiibia Crater for CoMwwlty Chaag* A'**" Fish beta 

District of Cotaiibia Ccater for Poik^ Altwutivcs Bob St«aib«rg 

DIstiict of Cotaiibia CoMVBMr FedcratioB of Ancrica Chris LowU 

District of Coluabia Corporatloa for E«tcrprls« DovcloiiBiCBt Bill Schwokc 

District of Cotmnbla Fair Boulag CoucU of Grwtw WaaUagtoa CoriMU W. Brooks 

District of Coluabia Hovslag Asslstaacc Co«bcU Leslie R. Straass 

District of Colaaibla Latlao Ecoaoadc DovclopiMat Corporatloa, lac Marcdlo BUssctchc 

District of Cotmabla Local laitiatlvos Support Corporatloa Boasoa F. RoborU 

District of Colmabla NAACP Cccdlc Blakcy 

District of CohiBibIa NatloBal AUtoacs to Bad Ho— loti—ss Tom Kcayoa 

NatloBal AaMrlcaa bJiaa HoMlag Coalitloa Rath Jaarc 

Natloul Assodatloa of CoauMaltjr Actloa Acoadcs Bd Block 
NatloMl Assoc of Houlac * RodoT. OfBdals CoUoca Grcgaa-Moorc 

NatloBal Coagross lor CoouBaaltjr Bcoa. DovalopMoat Stephoa Glaadc 

NatloBal Corporatloa for Houlag Partacrshlp Coand Bgaa 

NatloBal CowKtt of La Rasa Charics Kanasakl 

Natloaal Coaadl of State HovslBg Atoados Barbara Thonpsoa 

NatloBal Fair Bamtag AlUaacc Cathy Qood 
Natloul LoBfBo of aHos 
NatloMi Law heaiM Hautac CoaUHoa 
NatioBal Nolchborhood Coalitloa 
NaUoaal OrtaalsatiaB of Womb 



St I 

Natloaal Trast for Historic PissMiatloB 
Neighborhood RelBvestMeat CorporatloB 
NETWORK! A Naliowd GalhaHc Sodal Jastlee Lahby 

Raral 
Tko 

UA CoBfereaco of Majors 
CoOego of UrbBB Afllrirs aad PbUIc PoH^ 
dtj 

; Co. 

OpportaalHes of Northon Delaware, lac 
1M« Frieads of Flarida 
Allapaltah BbsIboss DerdopMeat Ageacy 
AMR at PeBsaeala, be 





Isajr Galley 
Darid 
MUlle Forehaad 
Daa Horrath 



Florida Vtm 

Groat Neighborhoods Lorry Jbms 

Greater Mlaad Neighborhoods Gas DoarfagBas 

HaltalB Task Force Itos VIelot 

dty DoTclopMeat CorporaUaa Roete Mills 

Opportultloe Praject fisr BxcelleBce WIUIbbi Thonpsoa 
DoTclopMeBt Ageacy JacfBollBe Goasales 

1 Sodaty of Oraage Caaaty Bar Assac Heialae Btaua 

Miaal-Dado Netghwhood HoMlag Sonrlces, he GaU WlUlaas 

Now Ceatuy DevelapBWBt CarporatloB George Hepbara 

Now WaahlMteB Heights CaiBMBalty DevelapBWBt CorporattoB Jackie BoU 

NOAH DevelapBWBt CorporatiaB Jokii Brwra 

Palm Beach Cbm^ Houlag PaitMrshIp, he Goarge Steele 

Raral Um Coatar, he. Cari Weboter 

St. Jaha CoBMBBlty DevetopoMat CorporatiaB Darid Days 

St. PeCersbarg Neighborhood Hoaslag Services Gordoa Feseeadea 
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PL, G^MCvUI* VmiUi Gaimmt^mm Ci— lij Di^i l Bpiit Cm^. Im. Vlaa CMkwhMi 

GA, AllMrtB 

GA, AllMrta 

GA, A— rift 

GA, AtfMite 

GA, A«MlB 

GA. AtfMite 

GA, AtfMite 



IL, Cklc^« 
IL, Dm Mala 
IL, Cklc^« 
IL, GmfKwm 
n, Chkiw» 
IL, Cklc^« 



IL, Cklc^« 



IL, SpvtaflMi 



IL, Chkat* 
IL, Cklc^« 
IL, Cklc^« 



m, 

m, 
m, 

m. 



KT, 
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Oclobcr 20. 1993 



MD, BaltioMrc Baltioiorc Nclchborhooda, Uc GMcgc B. Lwrcat 

MD, BaldnMrc DcTclopmcBt TralaUc lasCitate Joe McNccly 

MD, BaldMorc Maiiaabt Office of Jwdcc and Peace Richard UUrich 

MD, BaltlMorc Marylaad AUiaace for RespoasiUc laTcstaMats Thonas Chakley 

MD, Silver Spriac McAaley lasCltate JeAaa Kaae 

MD, BalClnMre NAACP - BaltiaMre Gcorc* Baatla, Jr. 
MD, BaltloMre Northwest BaltiaMre DevelopMeat Corparatloa Christopher Whltaey 
The Eaterprfse FovadatloB F. Bartoa Hanrey, III 

Ualted CoBBvaitlos Agatast PoTorty Doris Adams 

Aaa Arhor CoauMaitjr DovelopiMBt CorporatleB Michelle Richards 

CoaUtfoB for Cowawlty RoiavostaMBt, Grand Rapids Fraak Lyaa 

Detroit AUlaace for Fair BaaUag Jeaaae Mirer 

nUr HoaalBg Coator of Greater Graad RopMs Lee Ndsoa Webber 

niat CoaUtloa for Fair Boaklai Practices Floyd Oack 

MvifcegOB Area Fair Ho«s1b( Ceatcr Marda Aslaksoa 

Oakland Uvlagstoa Huwa Serrlce AccMy (OLHSA) DIaaa L. Stahl 

The Charles Stewart Mott Foudatlov Jack Utuaherg 

Coaunulty Actloa for Saharbaa HeaaeplB Sharoa Johasoa 

CoBUMBlty RoiBvestaMBt Faad, lac Fraak AltaMB 

Mlaaesota Valley Actloa CoaacU, lac Chris Eag 

CoiBwal^ Dereiopaicat Corp. of Kansas Qtf Donald Maxwell 
Kansas aty Neighborhood Alliance CoUoea D. Heraaadei 

Legal Aid of Wostom Missonri Mlchad Dufljr 

New Vcatue Research Lee Crockett 

West Central Missonri CoiBMnnlty Action Agency Marilyn MUler 

Foundation for the Mid Senth Carol 

Mississippi Action for CoauMalty Bdncatlon, he Lany N. 

Ualfllcd Neighborhood Association Joe H. Wttey 

Yaioo CoBumnity Action, lac Arthur JanMS 

Conncil for Concamod atlsens Teal Ansted 

NatlTO Action Fred SbmU 

Center tMe Comnnlty Self Help Katharlae 

Charlotte Orgaairing Project Jane 

Conwnnlty RrinvestaMnt Alliance - North Caroliaa DebMe 

Dnrhaai AffordaUe Honslag CoaUtloa Peter SklUen 

East Wiaston rem— nity DovolopMent Corporation Jai 

Gateway Conuanalty DovelopMent Corporation Irrin 

(KPCH) KiBiboriy Pk, Pledmnt Pk, Ooirelaad, Happy HUl Valeria D. Page 

Neighborhood HonsUg Sonrlces of Asheritte Richard Mathews 

North CaraUna Association of CDC Abdnl SM Rashoed 

North CatoUaa Vtm IneaM HoMlng Coalition Undo Shaw 

North Caroliaa Rnral Econoiric DrreiopMsnt Center Kenneth L. Flowers 
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Capitol Heights 


MI, Ann Arbor 


ML Grand Rapids 


MI, 


Dctrott 


ML Grand Rapids 


MI. 


Laaslag 


MI. 


Mnskegon 


MI, 


Poatlac 


MI, 


FUat 


MN, 


Hopkins 


MN, 


Mlanoapolis 


MN, 


Mankato 


MO. 


Kansas aty 


MO, 


Kansas aty 


MO. 


KansM aty 


MO. 


St. Lonis 


MO, 


Appletoa aty 


MS, 


Jacksoa 


MS, 


Greenritte 


MS, 




MS. 


Yaioo aty 


MT, 


Great Fals 


MT, 


LaM Doer 


NC, Dnihaai 


NC. 


Chariotto 


NC. 


Raleigh 


NC 


Dmhaai 


NC, 




NC, 




NC, 




NC, 


AsheriOe 


NC, 


Wmtml^ 


NC, 


Raleigh 


NC 


RaMgh 


NC. 


Chariotte 


NC. 


BOiaboth aty 


NC 


Rocky Monnt 


NC. 


Chariotto 


NC Dnihaai 


NH. 


Conooid 


NJ, 


Tksntoa 


HJ. 


Now Branswick 


HJ. 


ToaH RHor 


HJ. 




NJ. 


Tkontoa 


NJ. 


Orange 


NJ, 




NJ, 


Caadan 


NJ, 




NJ, 


Tkoatoa 


NJ. 


Tkontoa 


Nl. 


Passaic 




NM. Santn Fe 



RiTor aty ConMHnity DevelopaMnt Corporation Lenora Janrls Mackay 

Rocky Monat/EdgocoBibo Coauwalty DovelopaMnt Corp. Joyce M. Dickens 

Senthem Finance Project Tom Schlesiager 

UDI ConMHnity DovelopMent Corporatfon R. Edward Stewart 

Ande Alport 




MHing Conndl of Northom Now Jersey Loe Portar 

Isles. Inc Martia Johasoa 

National HoMing Institnto Patrick Morria«y 

New CoBMMBlty Corporatian WilUaai Liador 

Now Day Ontroach of Now Jersey, inc Patrlda Cooper 

Now Joraoy CMaon's Action Phyllis Salowo-Kayc 

Now Jersey rsi—nHy Lonn I^Md Anne U 

Qninoe Assodntos Kevin 

United PasMic OrgaalBation . Ed 

Assodatian for Rs tn rded CMmu of AlhnvMif no Cherle Hyass 
Santo Fe " " " 
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PA, PhiladdpUa JcfTcraaa Maaor ComaMiBlty DcvclopaMat Carpontloa 

PA, KcaacM Sqaarc La Casa dd PmU« 

PA, HoMcstead Moa VaUcy laltUtlTc 

PA. PUUdalpUa Nalloaal AnodatiM of Comnaltjr D«T«l«pM«at Lcaa IWadi 

PA, Plttebur^ nttobargh CoauMaitjr RdaTutMOBt Grovp 

PA, PUIaddpUa Toaplo UalTonlty luCitate for PabUc PoUcy Studios 

PA, Harrtitarg TrI-Coaatjr Coaudaoloa for Coainiaalty Actioa 

PA, Scraatoa Uallad Nolgkkorhood Coatcn of Ladcawaaaa Couty Dawa Bn 

PR. Hato Roy FoMato do Corporadoaoo-Propiodad Do TrabiU<idoi«o Mart A. VlUulqr 

RI, Pawtadcct Uadcstoac VaBcy CoauiaBltjr Actioa Prograat. lac Lois Lyio 

RI, Pcacoddc Soirth Coaatj Coawulty Actioa Joha D. Giaihooa 

SC, CohiaibU So«tk CaroiiMi lutitirto o« Poverty aad Doprivatioa Manrla L Lnro 

TN. Kaosvlllc Bad Towicmoo Cownaity i>odga Coatar Chariio Blair 

TN, Memphis AUd-Soath Poaco * Jasticc Coator Habort VaaTd 

TN. Nashdilc Soathora Neighborhoods Networh Goae ToSoUo 

TN, Nashdlic Toaaesooe Network for Coawaaity Ecoaoadc Pe^dopas s at Mlchdle Bljaa 

TX. HoastoB Credit Coolitioa Mlchad HofkHwa 

TX, Hoastoa Fifth Ward Co«aaaity RodevdopiMat Corporatioa Stophaa FairfUld 

TX. Hoastoa SUNNTSIDE-UF, INC Nicole Speacer 

TX. Aastia Texas DoTdopaMat lastitate Larry Saift 

TX, Aastia Tens Law l ac oie Hoaslag laforMotioa Serdce Joha Hoaaehorger 

TX, Piaiadew Tens Raral Legal Aid, lac Jeff Leda 

TX, Saa Mareas Ualdos Para La Goatc Mary CsaiptaB 

U^.. V.L, St. Croix CoBUMaity DevdopMoat Coasaltaate, lac Alda Barks 

ITT, Sdt Lake Qty Salt Lake Neighborhood Hoaslag Sordces, lac MarU Gardas 

UT. Sdt Lake CHy Utah Issaes Store Bricksoa 

VA, Dale Qty Accoaataat for HIrci Jadlth Raff 

VA. FaliBoath First Natloas DovdopMoat lastitate Mlchad Raborta 

VA, Rlchaead HMulag Opportaaitics Made Bqaai Coastaaco CahaAorila 

VA, Lyaehbarg Virgiala Legd Aid Society, lac Laara N. Dapagr 

VA, AlasaadrU Udtod Way of ABOtlca RoUa Darashaw 

VA, WIlllaaMbarg HMdag Fartaorshlpe, he 

VA, Roaaoko Virgiala Watar Project, lac Melissa 

VA, FairCu Virgiaiaas for RocycUag, lac PMri S. I 

VT, Maatpdler Venaoat CimmissIIj Loaa Faad Naacy Wai 

VT, Barttagtaa VoraMat Coaunaity RdaTestsMat Assodatloa 

VT, MoatpoUer VeraMaC Hoaslag aad Coasenratloa Board 

WA, VaacaaTor aty of Vaacaavor, OfBce of Neighborhoods Card C : 

WA, Shdtoa NCRCIadiddad Meaibor 

WA, Spakaae Spokaao Low lacoaM Hoaslag Coasortlaai 

WA, Seattle Washlagtoa RelaTostaiOBt Alliaace 

Wl, Foad da Lac ADVOCAF, lac 

WI, Madlsoa CoauMa Wedth DrrdopiMat 

WI, MUwaakee Fair Leadiag Project 



Totd NCRC Meaberst 34S 
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COMPUIER MAPPING REVEALS EVmCNCB OF WIDESPREAD 

nSCRIMINATION AGAINST MINORITY NEIGHBORHOODS 

BY 49 MAJOR MORTGAGE LENDERS 



ClLlK^ViQbMtator 
LMfBteMM^orCHiM 




In iJie inott co mpirtifwi ^ e c o mpmer Rody of mongiie kndim ptactioes ever 
peff ocmed, Esiendal iDfiMBwdon. Inc^ ike NUer-foanded public miaest group, today 
relcisod a ttpon oCfering Strang evidence diat 49 n^of nMvtgige lendeis have engaged in 
facial redlinii^ in violation of fiBdeial Fkir Lending laws -- dK Fair Ho 
Equal Oedit Oppoituniiy AcL 

Based on Fedenl Reseive Board data for IJ25 mfllion nwngage loan applications 
made in 1990 and 1991, dK study's color<oded computeriaed maps leveal 62 distinct "wont 
case lendii^ patterns" in 16 m^or U.S. dties. "Worst case kndii^ patterns" are geographic 
mi^ipiQP dua show dua nwngage knden have excluded niinority nel^i^^ 
"effective lending territories," or have suhstaniially underserved such neighborhoods, in 
appaient violation of fisdersl law. A nwngage lender's effective kndmg tenitoiy is die 
geographic area within whidi dK lender originates most of its nwngage loans. 



AU of dw kndmg iiiibrmaiion analyad in dw repon was based on inortgage loan data 
cdlected by each nwngage lender and reported to dw Federal Reserve Board. The Federal 
Reserve Board makes dds data available to dw public on ( 
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According to die study, tlie lender with the greatest number of worst case lending 
patterns was Sears Mortgage Corporation, with such patterns in six major cities, followed by 
Prudential Home Mortgage Gwipany, with such patterns in three major cities. 

Six other lenders were mapped as worst case lenders in two metro areas each: 

■ Chase Home Mortgage Corporation in Chicago and New Yoik City; 

■ IMCO Realty Services in Dallas and Houston; 

■ CTX Mortgage Company in Dallas and Houston; 

■ Margaretten & Company in Philadelphia and Miami; 

■ American Home Funding in Buffalo and Baltimore; and 

■ B.F. Saul Mortgage Company in Washington, D.C. and Baltimore. 

A complete list of the 62 "worst case lending patterns," and the 49 lenders responsible 
for them is provided below. 

Racial redlining occurs when a lender refuses to make mortgage loans available in 
minority neighborhoods. Traditionally, lenders would simply refuse to makes loans in 
minority neighborhoods. Today, however, lenders engage in redlining through more subtle 
practices and policies. Lenders may discourage persons in minority areas from formally 
submitting loan applications (a practice known as pre-screening); pursue marketing strategies 
that exclude minority areas, such as signalling real estate brdsrs that loans from minority 
areas will not be receive favorable treatment; or adopt exclusionary underwriting standards 
that woric against loan applications from minority areas. 

According to consumer advocate Ralph Nader, "The Federal Reserve Bank of Boston's 
October 1992 landmark study of mortgage lending discrimination in Boston has made clear 
that the credit decision process is inherently subjective and that lender attitudes are crucial in 
determining the outcome. There is no area where subjectivity provkfes an easier mark for 
prejudice than making credit judgments about minority neighborhoods," Nader added. 
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"In an economic sease» ladal ledUainf leduoes housing finance opcioot for bonowen 
in minority neJjMwfhoodt and imton competitioii in iJie mofnaje naitet.' laid Hader. "b 
is dK key leason for dK eiiaaenoe of a discriminaiofy, dnal'hoasiQg finance maiket diat 
fofces lesidents of minority ndihlioriioods to pqr Idgher mortgafe costs and receive less 
favorable moftgage teims." Hader said. 



In a broader social sense* racial ledomns discourafles mt^winties firotB DmsuittB nome 
owneiship opportunities and reinforces dK debilitating social experience of racial 
discrimination," ^bder added. 



According to Jonathan Bnwn, aodior of dK Jlodol JlcdZMv - ^ 5toidfy i!fJ^^ 
DiscrimmatUm by Banks oidMangage Compmks in Ae Ihdttd Sttttts, "Many of the wont 
case lf«<*<"g patterns ■ i^ft fffi f by tbc ttady involve panema of excluding minori^ 
neighborhoods dua are more severe dian tbc pattern exhibiied by Decatur Federal SJkL of 
Adanta, Geoffia". The U.S. D epart ment of Justice brought a landnuuk "pattern and practice" 
suit against Decatur in SqNember of 1992 for violation of die Fair Lending laws. In that 
case, die Justice Department diarged diat Decatur had unlawfully exchided Adantt*s black 
neighboriioods from itt efifecdve kndii^ teiritoiy. Under a court-approved consem decree, 
Decatur agreed to pi^ $1 million in damages and undertake a migor affiimadve marioeting 
program in Adanu*s minority neighboriioods. 

"Hie fodenl Fair Lendmg enforcement agencies juive failed to set standards for 
deteimining iriien a lender has improperiy exchided minority neighboriioods from its efiective 
lending territory," said Brown. "This lade ci standards has inhibiied fiederal Fair Lending 
examiners and invesdgaton from pursuiiv racial redUning practices." Brown observed, "Tlie 
federal banking regulators usually addiess ndal redlining u a Community Reinvestment Act 
(CRA) issue, radier dian a Fkir Lending issue. But, die CRA standard ctf weighing many 
factors in application proceedings is much lower dian dK nondiscrimination standard implidt 
in die Fair Lending laws." 
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Brown said, "A key to curbing racial redlining will be for the Housing and Urban 
Development Department (HUD) to use its broad ralemaking authority under the Fair ' 
Housing Act to establish strong enforcement standards. These standards must address all 
types of racial redlining: discriminatory marketing; pre-screening; discriminatory treatment of 
applicants; and policies and practices that have a disparate impact or discriminatory effect on 
minority neighborhoods." Brown noted, "It is critical for these standards to incorporate the 
*efrects test* concept of discrimination. Otherwise, regulators will be unable to reach lenders 
who pursue upscale marketing strategies or adopt restrictive, upscale lending criteria." 

Brown said, "The role of HUD in setting standards to curb racial redlining is pivotal 
because HUD has Uie authority under the Fair Housing Act to set standards that will be 
binding on all the federal Fair Lending enforcement agencies. If we wait for all these 
regulators to reach a consensus, we will have a classic example of regulation by lowest 
common denominator. HUD needs to take quick and forceful action. This will be a real test 
of the Ointon Administration's commimient to civil rights enforcement, the minority 
conununity, and the cities." 

Nader said, "Congress should enact legislation to facilitate creating state-based 
Financial Consumer Associations. Hnandal Consumer Associations are nonprofit, 
nonpartisan organizations. Tliey depend on voluntary contributions from consumers. People 
can kam about Hnandal Consumer Associations from notices placed in mailings from 
government agencies and financial institutions. Hie members elect a board of directors which 
can hire a staff of researchers, writers, ocganinrs, aoooontantt and lawyers." 
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Key] 

AaoQg Ike duef fiadiop of Ike aepoil Me: 

■ The 62 worn ease UMBHgpaaenu an prima fade e^dmce if mUmyfid 

diserimmaaoninmtortgageleadmg.Tht€lwomcutkadagpt^^ 

ihit npon dtaoountt Aat iJie 49 «ijor mortgife leadew lespoaiSble for iheie 

pit igfM htve exdiMfed BUDority nei^ilioflioodi fron their cfleciive Ien£iig territories 

or snbftmiiOy mderKrved sodi f ff f ^b wliftftd i These IffHf i f w pitteiii mips md tftf 

correspondnig HMDA itiriitlcs pravide 9Uod^ prima fade evidence of mtricetiiig 

polkies and odier lendmi policies that iBs crimini i e agaiiist mi^^ 

violttioo of dK fodend Fkir LemSag liws ^ dK Fkir iioosiiig Aa aiid the Eq^ 

Oedit QpportmJQf AcL 



■ Miongage leaders control the shape efefftcthe leadbig territories, and thns bear 
responsQriSty for exdnding or underserving minority nei^Aorhoods. Effective leadiiis 
teniiories are often shaped by maiketing straietl e s dMt tarfet paiticQlar neighborhoods 
and claiaci of bonowen* while avoiding odier nei^riiorhoods and borrower classes . 
This indicates that dK eidnsion or underserving of minority neigfabofhoods is a 
consequence of decisions and condnct on the part of the lender, rather than an 
ouiconw oetennmed by qk ondedyittg puBfcmifffS and cnosoes of nwrtgage loan 
ap pMc anu . For dns reason, worst case lendmg pattern maps should be lepided u 
prima fade evidence of imlawiiil ( 



■ The grem majority ef die 62 worst case lending patterns resab priatarily from an 
induced ladt of appiicadans from minority neighborhoods, not km loan approval 
rates. This finding is important because it indicates dua the primaiy canse of racial 
redlinfaig lies in nuutaing policies dua have exchided minority neighborhoods or pre- 
\ tactics dmt have discouraged loan appKcaius from sudi ne ig hhw hoods. 



■ There is a siuMe market for home purchase hans in ndnoritynei^lborhoodsdiat 
cgers ample lending opportmddes to a wide range if mortgage lenders. AMioughdK 
volmne of home purehiMe loans in niinoriiy nel^iborhoods is on average significantly 
lesi dian in while neighborhoods, diere are, noncihrifss. substantial business 
opportunities for lenders. For dK 16 metro areas eiamined in ttds lepoit, die flow of 
home piBchare loans in nunoriiy neigliborhoods (areas hsviiig minority popu l a ti ons of 
SOpereeaiormore) was on average 44 pereem of dK flow in white neighboriioods. 
Tlins, it is sfanply not conect for mortgage lenders to claim diat die siae of die 
mortgage loan madvt in minority neighborhoods is too smaD to provide lending 
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■ Major conventional lenders can actively serve Ae home financing needs of minority 
neighborhoods'. Several major lenders were actively engaged in mortgage lending in 
minority neighborhoods, and some of these "affiimative" lenders emphasized 
conventional loans, rather than government-insured loans (FHA and VA). For 
example, 100 percent of the 2,386 home purchase loans originated by Citibank in the 
minority neighborhoods of the New York metro area during 1990-91 were 
conventional loans, not government-insured loans. Similarly, 100 percent of the 1,490 
home purchase loans onrinated by Great Western in the Los Angdies metro area 
during 1991 were conventional loans. This shows dramatically that conventional 
financing can play a major role in minority neighborhoods. Tlie notion that minority 
neighborhoods require government-insured home financing is a stereotype that is both 
false and damaging to minority neighborhoods. 

■ Upscale marketing policies have discriminatory effects. A number of the major 
lenders responsible for the 62 worst case lending patterns have limited their effective 
lending territories to include primarily upscale neighborhoods - a practice that has a 
staik, di^arate impact on minority ndghbocfaoods. 

■ Upscale lending criteria have discriminatory effects. Major lenders that adopt 
restrictive lending criteria that exclude low and moderate income borrowers are 
frequently responsible for worst case lending patterns. Prime examples of this link 
between restrictive lending criteria and racial redlining are Prudential Home Mortgage 
ComiMmy, Chase Home Mortgage Corporation, and Chemical Bank in New Yoric; 
Nationsbank Mortgage Corporation and B J^. Saul Mortgage Company in Washington, 
DC; NBD Mortgage Company in Chicago; and Qtibank Federal Savings Bank in Los 
Angeles. 



■ The types of minority neighborhoods excluded by mortgage lenders can vary gready 
depending on ^ minority population concentration level and on the racial group. 
The study found that lenders ofieo hive different cnt-off points for excluding minority 
ndghborfaoods finom their effective lending tenitones. These can vaiy considerably 
from one lender to the next based on the level of minority population concentration 
(2S percent, 50 percent, 7S percent), or based on whether a minority neighborhood is 
predominantly bladL or ifispanic 



■ African Americans bear the brunt of racial redUmng, While markeiing policies thai 
exclude minority neighborhoods injure the broad spectrum of the minority populaikm, 
they fall most heavily on the African American communiiy. 
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■ Mortgage companies are responsible for two-thirds efOie worst case lending 
patterns. The' 62 wont case lendiDg panemt identified in this study aie distributed by 
type of leader as follows. 

Independent ntoitgage companies (mongafe companies that are not subsidiaries of 
banks, savings institutions, or bank holding companies) - 23 

Moftgage company subsidiaries (nonbank) of bank hdding companies - 7 

Mortgage company subsidiaries of savings instlftitions - 6 

Moftgage company subsidiaries of commeicial banks - 4 

Savings instittitions ~ 14 

Commeicial banks - 8 

Thus, mongage companies (bodi in d e p en d ent nwrtgage companies and those directly 
affiliated with banking organizations) aoooott for 40 of the 62 worst case lending 
patterns, or 65 peroent of all such i 



■ HUD trnut take die lead in die investigation cfdie 62 worst case lending patterns. 
HUD is the federal agency with primary Bur Leading enforoement aniliority for 
independem mortgage companies and nonbank subsidiaries of bank holding companies. 
These two types of lenders aocoum for 30 of the 62 worst case lending patterns, or 48 
pe r cent of such instances. 



To begin reversing more than a decade of lax enforcement of Fair Leading law, the 
report makes the following i 



1. Tlie fiBdeial ¥mt Lending enforoement agencies should begin prompt investigations 
of 61 worn case lending patterns identified by this repoit 



2. Tlie Justice Depanmemshould.Ca) review the 61 worn case kadiqg patterns for 
possible dvil prosecution and (b) issue t repoit that ea^amines the causes of these 
lendiQg patterns and evaluates the investigations performed by the primary 
enforcement agencies (HUD and the federal banking agencies). 

3. Tlie fiMiend Fkir Lending enfofcemett agencies should nmtiaely deterniiae each 
mortgage lender's effective leading territory and assess from a Fair Leading 
p er sp ec ti ve whedier minority neighboriioods have been excluded ftom this territory or 
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4. The fedenl Fair Lending enfofcemem agencies i^^ 

lending panem'mapt for individual mortgage lenders as an aid in defining effective 
lending lenitories and assessing whether there is evidence of racial redlining. 

5. b impknienting the ban on racial redlining, the federal Fair Lending enfofceroent 
agencies should fiilly develop the "disparate impact" or "effects test" theory of 
discrimination. 

6. HUD should promulgate new Fair Lending regulations that would establish an 
effective enforcement strategy against racial redlining. The new HUD regulations 
should estaMish sumdards for defining a mortgage lender's effective lending territory 
and deiennining whether minority neighborhoods have been improperiy excluded or 
substantially underserved. Hie regulations should make dear that where upscale 
marketing strategies have a clear discriminatoiy effect on minority neighborhoods, 
such maiketing stnuegies constitute unlawful discriminatioiL The regulations should 
also make dear that where restrictive lending criteria have a discriminatory effect on 
minority neighborhoods, such lending criteria constitute unlawful discrimination, 
unless the lender can show that the criteria are required by business necessity and that 
alternative, less discriminatory criteria are not practical 

7. Hie fiBdeial Fair Lending enfoicemem agencies should adopt a pcdicy statement 
that woidd establish a presumption against consolidating home pvchase loans made by 
a ffi liatfd lenders for Fair t^«it«ng evahiation pwp ft sci . 



8. The federal Mr Lending enfofcement agencies should adopt a policy statement 
that woidd establish a presumption against consolidating kMm originations and kMm 
purchases for Fair Lending evahiation purposes. 
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WBLL8 nkRQO BANK 



EmcuUv* ViM PTMidM 
Corpomi* Communky D«v«lopm«nl 



November 16, 1993 



The Honorable Joseph P. Kennedy, II 

Chairman, Consumer Credit and Insurance Subcommittee 

United States House of Re p rese n tatives 

Washington, D.C. 20515 

Dear Representative Kennedy: 

I want to comment on data submitted to your Subcommittee during hearings on 
October 21, 1993 by Representative Maxine Waters. Under the heading "Fresh 
Evidence of Mortage Discriminaticm,'' the data appear to compare die mortgage 
lending performance of California's seven laigest banks, inducting Wells Fargo 
Bank, to the mortgage lending perfonnance of savings and loans in the state. (This 
information originally iqypeared in a report entided "President Clinton, CRA and 
Job Creation" published earlier this year by The Greenlining Coalition and the 
National Community Reinvestment Netwcnk.) 

Wells Fargo believes that the data present a misleading and incomplete picture of 
our mortgage lending and total lending efforts throughout California. We want to 
provide the members of your Subcommittee with a more comprehensive picture of 
our community lending efforts and ask that this information be included in the 
hearings' written record. 

Although the report refers to mortgage lending, it actually only addresses die home 
purchase loan portion of the publicly released 1992 HMDA data. It ignores the 
odier equally important needs of consumers for refinancing and home 
improvement loans. 

Refinancings are a major conqionent of Wells Fargo's mortgage lending efforts 
because diere is significant consumer demand for diis type of credit Consumers 
want to take advantage of lower mterest rales and cut their mondily housing 
expenses dirough refinancings. Our experience, woridng with community groiqis, 
demonstrates diat refinancings are as important a credit need in low-income and 
edmic communities as are home purchase loans. 
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Representative Joseph Kennedy 
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In some inner city communities, refinancings to low-income homeowners may 
help to ensun continuity of homeownership and decrease gentrification. Btaiks 
such as Wells Faigo pli^ a major role by providing afifordable rates and excellent 
service on refinancings to such borrowers. 

The report also examines 1992 home purchase lending in relationship to a given 
bank's asset size. But it does not take into account all the other community lending 
that banks are doing to help revitalize our communities. Beyond first mortgage 
loans, commercial banks provide a variety of much needed credit to communities, 
including affordable housing construction financing, small business loans and lines 
of credit, and low-income consumer loans. In contrast, savings and loans 
specialize in mortage lending, especially home purchase loans, but their other 
community lending efforts tend to be more limited than commercial banks. 

Wells Fargo takes seriously its commitment to community reinvestment. This is 
reflected in the OCC's recent "outstanding** CRA rating of Wells Fargo's 
community lending programs. In 1990, we were the first major California bank to 
announce a multi-year, $1 billion dollar commitment for community reinvestment 
loans. In April 1993, Wells Fargo announced a new 10-year, $5 billion 
commitment for community and economic development lending. To be 
accomplished through the Bank's Community and Economic Development Loan 
Program, Ms commitment includes aggressive lending goals for: 

• Affordable housing— Construction loans to primarily non-profit developers to 
build apartments, townhouses, and single-^mily homes and rehabilitate 
existing buildings into livable spaces. Most of the apartments are affordable to 
families earning 60% or less of area median income and most homes are built 
to sell to families who earn less than 120% of median income. 

Wells Fargo is recognized as the industry leader for affordable housing 
construction lending in California. Since 1990, Wells Faigo has extended 
more than $540 million in commitments resulting in the creation of over 8,500 
affordable living units. 

• Small business loans- The Bank has developed an aggressive marketing 
program targeted towards minority-and women-owned businesses, non-profits, 
businesses located in enteiprise zones and those that create jobs for semi- 
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skilled and unskilled woikers. Wells Faigo also offers SBA loans and is 
woiking towards obtaining its "Certified** SBA lender status. 

Earlier this year. Wells Faiigo announced that it would provide at least $2 
billion by the end of 1994 in small business lending for targeted maiket areas 
tiirou^out California. The Bank made this loan goal public in order to raise 
awareness in die small business community that Wells Faigo is actively 
seeking to make more loans to small businesses. 

• Low-incop if y<^y^^myr Iftyny^Welk Faigo has a low-income consumer loan 
program, first introduced twenty years ago, which features a loan with no fees, 
modified employment requirements, smaller montiily payments, and longer 
terms. Loans can be used to purchase autos, pay for medical or educational 
expenses, and/or home improvements. 

• MgilgiggJlfiuis-Wells Fargo has developed a mortage loan designed for low- 
income borrowers and/or borrowers living in low-income and/or high minority 
census tracts. Now in its second year, the Affordable Home Loan offers 
qualified qyplicants tiiroughout California a loan that features no points, no 
qyplication fee, and a down payment as low as 5 percent The Bttik will 
consider non-traditional sources of credit information from an qyplicant, accept 
**mattress money** with a letter explaining die source of fimds, and will 
consider a **fair** or better neighboihood rating as part of the qypraisal. 

In recent years. Wells Fargo has made significant progress towards its goal of 
providing more home financing for etimic minority and low-income Califomians. 
For example, die number of home mortage loans made to edmic minority 
borrowers during 1992 inoeased by 106 percent compared to 1992, while die 
number of home loans made to low-income qiplicants increased by 102 percent 
for die same period. However, these results were not mentioned in die report 
submitted to die Subcommittee. 

This year, we have taken additional steps to fiirdier increase our mortgage lending, 
particularly home purchase loans, for edmic and low-income borrowers. These 
steps include: increasing die number of home leading qwcialists serving low- 
income and minority comnmnities; ensuring a second review for sQ declined 
minority mortgage kMn applicants; establidiing a qi^ecial $50 million loan 
portfolio for loan applicants who do not meet secondaiy maiket underwriting 
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X iSb^W^ClO W^ WEI^LS FARGO BA 



Ki mKenog 



PuUc RtMionc Dapanmsnt (41S) 396-3606 
Wed., Aug. 25, 1993 S.nFr,nc«e.CA 94163 

WELLS FARGO D6UHLES HOME LOANS TO 
ETHNIC MINORrnES AND LOW-INCOME BORROWERS 
Decline nies decrease tignificintly 

WeUs Fkrgo Bank today icpoited tliat the number of home mortgage loam it made to 
ethnic minoiiQf bonowen duing 1992 increased by 106 peiceut compared to 1991, while the 
number of home loans made to kw-inoome applicants increased by 102 pereent for the same 
penod. 

Accoidmg to data compiled under the fedenl Home Mortgage Disclosure Act, Wells 
Faigo Bank originaied 3,537 mortgages to ethnic minority mpMcants dufiag 1992 compared 
to 1,713 the previous year. Hie bank originated a total of 1,565 mortgages to boEtowers 
whose incomes were leu than 80 percent of area median income vs. 773 in 1991. 

The bank made progress test year toward its goal of financing many more homes for 
ethnic minority and km-incoroe Californians. We have taken additional stqjs this year to 
Aiither increase our lending," saki Karen Wegmann, executive vice preskleot and head of 
Wells Fargo's Coipoiate Conununity Development Qfoup. 

"These stns in cl wdft ^w^uf Btitw the nwmbffr of home |ft H*i*^g wifrialitf tj, '^^^^^ 
moitgage bankiog officers, to reach into taigeted communities, and estaldishing a special $50 
milUoo loan portfolio that win allow the bank to make kians to applicanu who do not meet 
the under writi ng gmdelines required by secoodaiy lenders and private mortgage insurers," 
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This docuMent Is an eviauatlon of the r<j—iintry RelnvestMent Hct: 
(CRA) performance of Wells Fargo Bank, N.A., pr^E^ared by the 
Office of the Coaptroller of the Currency (OOC), the bank's 
supervisory agency. 

•The evaluation represents the OOC's current 

rating of the bank's CRA perfo 

concluded March 15, .1991. It does not reflect any CRA-^pelafd 

activities that nay have been Initiated or discontlnnert by tbm 

bank after the coapletiofi.of the ezaainatdLon. 

The purpose of the Co— lunity Reinvest»ent Act of 1977 (12 O.S.C. 
2901), as awended, is to encourage each financial institution to 
help Meet the credit needs of the co— unities dLn Which it 
<qperates. The Act reqpiires that dLn connection vith its 
ezaaination of a financial institution, each federal financial • 
supervisory agenqy- shall (1) assess the institution's record of 
helpdUig to »eet the credit needs of its entire cminnlty, 
Inclnding loir and aoderate incoaw : imi gtihorhoods g- con s i s tent idLth 
safe and sound operations of the institution, and (2) take thnt 
recozxi of ^ perf prnanoe into acc o un t idien. deciding irtiether lao 
approve an application of the institution for a de p osi t . 
facility. 

The Financial Institutions Reform, Reco v e ry -and Bnf orcenent -Act 
of 1989, Pub. L. No. 101-73, amended the CRA to require the 
Agencies to make public certain portions of their CRA 
performance assessments -ef fdLnancial institutions, 

Bagjlg ggg thq RRtiag 

The assessment of the institution's record takes. into account 
its financial capacity and size, legal inpediments and local 
economic conditions and demographics, including the competitivie . 
environment in ^rtiich it operates. Assessing the CRA performance 
is a process that does not rely on absolute standards. 
Institutions are not requixed to adopt specific activities, nor 
to offer specdLf ic t^fpes or amounts of credit. Bach institution 
has considerable flexibility in determining .how it can best help 
to meet the credit needs of its entire community. In that 
light, evaluations are based on a review of 12 assessment 
factors, which are grouped together under 5 performance 
categories, as detailed in the following section of this 
evaluation. 
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ASSTCMMBiiT OP RMPmC 

Identiificatiion of Ratings 

In oonnectzJLon with the assessment of each insured depository 
dLnstitution's CRA perfoafnnoe, a ratdLng' is assigned fzx» the 
following groups: 

Outstanding record of neeting coiiunitj credit needs.' 

An dLnstitution in this grovqp has an outstanding record 
of, and is -a leader in, ascertaining and helping to neet 
the credit needs of its entire delineated 'conauhityr 
including loir and BMXierate inoooie nei^iborhoods, in a 
• manner - consistent with its resources and capabilities. 

Satisfactory record of meeting coMranity credit needs. 

.• An institution dLn this -gtoup has a satisfactory record* of 
ascertaining 'and helping to meet the .credit needs of its 
entire delineated . coMranity«c including low and moderiite 
income neigfaborfaoodsv isi a manner consistent with its 
resources and capabilities. 

Needs to improve record of meeting community credit need9« ■ 

An institution in this group needs to iaqprove its overall 
record of ascertaining and helping to meet the credit . 
needs of its entire delineated comiiunitj^ , including, low 
amd moderate income neighborhoods, in a manner ^consistent 
with its resources and capabilities. 

Substantial nonconqpliance in meeting community credit needs. 

An institution in this group has a substantially 
deficient r:ecord of ascertaining and helping to meet the 
credit needs of its entire delineated community, 
including low and moderate income neighborhoods, in a 
mamner consistent with its resources and capabilities. . 
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DTSCnSSIOM OF IHSTITOTIOM^ 58 PERFORMANCE 

Institution's Rating:- 

Based on the findings presented below, this institution is 
record is rated: 

Outstanding Record of meetdLng coonunity credit needs. 
Z • ASCERZAZIIIIENT- Of OQMIOIIZTX CRBDZT HBBDS 



nt Faoter G - The extent of part iolpat ion 1^ the 

institution's Board of Dlreotors in fosnnlmting the 
institution's polloies and reviewing Its perfoxauuioe with 
respect to the purposes of the OoamnnltyRelnvestaMnt Hot. 

Wells Fargo Bank's Board of Directors and senior management 
have actively promoted an environment and suppojrt structure 
conducive to strong CRA performance. In Karch 1990, the Board 
consolidated CRA activities under a central department, ttm 
.Corporate. Community Development Qroup, and appointed an. • 
executive vice president to lead the. group. Tbls division 
encompasses activities of the Community Development 
Department, the Corporate R^sponsihility Department, the Wells 
Fargo Foundation, the. President's Award. for Social Service, 
the Social Service Leave Program, and Wells Flucgo's Volunteer 
network. 

The JQoard of Dixectors' CRA Committee .actively oversees the 
group's performance through regular reports by the group . 
head. Senior management also takes an.iictive rolein 
directdlng CRA efforts through Its management committee, the. 
CRA Performance - Review Comndttee.- these two committees set 
plans for all lenddLng groups' performance under the bank's 
Community and Economic Development Loan Program. 1h^ review-, 
marketing strategy and credit needs assesement efforts, and 
support product development to meet credit needs. In 
addition, senior management's Credit Polipy Committee 
considers CRA goals when planning lenddLng strategies. 

The bank has effectively documented its CRA performance 
through an expanded CRA Stateinent and annual self-assessment 
of CRA performance. The Board of Directors ensures technical 
.compliance with the Act through regular dLntemal audits. The 
Board also requires branch managers to certify that CRA 
objectives, including staff training and technical 
requirements, have been met. 
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Aaaasioent Factor C iQp gf^inu^dl 

The Boartl of Directors ensures fair and nOfwllscrlMinatory 
lending practices h^ directing a strong training program 
promoting tliese lending standards- In addition, regular 
audits are conducted to test compliance with all consumer 
protection lavs. Both the teller and branch off leer training 
schools now include modules on CRA compliance. In addition, 
the Corporate Coowunity Developaient Group regularly presents 
CRA Issues and new products in the bank's -On Stage video . 
Informational guide th«t is regularly sent to the branches. 
The bant has several publications available to l>oth retail ana 
commercial staff describing the CRA prograift. Including loan 
products, lending goals ^ and contacts within the bank for 
further Information* - ^ ^' _ * • ^ 

Several directors and maxif senior aanagers stay active in 
their LUiMiJJiTri r- as individuals, by serving as direotora or 
civic and community organizations, through volunteer 
activities, and through financial support of civic and . • 
cooHonity organizations, This active involvment provides 
anotji^r source of information to identify credit needs. 

m^.^.^^nf. y^^or A ^ Activities o<md ncted b y^the ig^^ 
to ascertain the cr*dit nftoda of its cg MWinit yr inolndi&g tai» 
extent of the institution's efforts to ooeBunloate nita 
members of its comnunity regarding the oredit' servioes* being 
provided by the Institution, 

Hells Fargo Bank's efforts to ascertain conBnunity credit needs 

are excellent, Management ■ has frequent, meaningful contact 
with officials and leaders frooi the city, county, state, and 
federal govemaents* The CoMmmlty I>evelopcnent Department 
maintains ongoing contact with local redevelopment groups, 
noosing agencies, and other nonprofit entities throughout the 
'state of California, Through these contacts, the bank ^ 
maintains productive partnerships that have result^ in Wells 
Fargo Bank financing redevelopwent and revltaliiation * -^ 
projects. 

in addition, the Cosnunity Development Department and retail 
branch managers maintain consistent contact with various 
business associations, information on credit needs is also 
solicited through direct customer contacts, speaking 
engagements, and consultations with businesses, charitable 
organizations, and local consumer interest groups. These 
contacts help determine the credit needs and econoaiic 
conditions in local communities- Efforts have been most 
successful in the major cietropolitan areas San Francisco, Los 
Angeles Sacramento and San Diego, where communities are 
better organized to voice their needs. 
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Asseaament Factor A fContinyed) 

The bank has improved its CRA contact program wherein branch 
managers and loan officers meet with neighborhood groups, 
civic officials, and small business associations in their 
local communities. Branches are required to document each of 
their contacts with community groups in order to meet the CRA 
•contact goals set by the COnmunity Development Department. 
The branch officers coaiplete a "CRA Community Contact Report** 
and send it to the Corporate Community Development Group for 
approval and compilation. The group uses the information to 
develc^ strategies to meet credit, needs. 

Branch managers throughout the retail network are also 
surveyed' on an annual basdLs to ascertain the major credit 
needs in their service area. The Corporate Community 
Development Group analyzes survey results to determine if 
existing Wells Fargo products adequately satisfy the needs or 
whether additional products need to be developed. . 

Based on the bank's. ascertainment activities, the 3oard of 
DdLrectors and sehdLor management have ddLrected the- bank to 
develop several products for low income- individuals ,i ncl ndl ng ■ 
lowjLncome -checking and c o nsume r loans. .The bank .is cuzxently 
deycd.opdLng a low Inrowe mortgage loan product In response to 
its assessment of community credit- needs. The benk has aXsa 
established credit units that specialize in community lending, 
such as the R^al Estate Grove's Accommodation Unit, the 
Commercial Baxiking 6roiq>'8 Commercial Banking Loan. * 
. Administration, and the Business Banking Grovip'S Business Loan 
Division. 

The bank's marketing department generate reports ;that . 
approximate the bank's penetration of deposit and lending 
products din various branch service areas. The Karket Area 
Penetration lurog^ram provides retail branch managers with the 
ability to ascertain demographic characteristics of local 
markets, and gauge financial institution con^petition in. the . 
area. Branch managers use this data to target minority groves 
or specific neighborhoods. - 

. Wells Fargo has marshalled volunteer involvement on the. part 
of its employees through the formation of the Volunteer . 
Network. Volunteer involvement includes contact with 
identifiable minority groves, most notably the Hispanic 
population. The bank encourages its employees to stimulate 
customer awareness and referrals, when practical, for the 
bank's credit and deposit services. 
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II. ^fARKETING AND TYPES OF CREDIT OFFERED AND EXTENDED 

AaaQgamenfc Factor B - The extent of the institution's 
marketing and special credit-related programs to make members 
of the community aware of the credit services offered by the . 
institution . 

Wells Fargo Bank has iaqplenented sound marketing and 
advertising programs that are regularly reviewed and approved 
by its Board of Directors and senior management. In additipn, 
all marketing and advertising caaipaigns are routdLnely revi'enwQd 
by the bank's legal department for cooipliance with applicable 
laws and regulations prior to iinplementation. Karketlng 
efforts are designed to promote a favorable image of the bank 
as a. provider of credit products and banJ^ing services, 
including products developed to address specific community 
credit needs. 

The marl^eting department and the Corporate Community 
Development Groi^ work jointly to ensure that advertising 
reaches all segments of the bank's local communities. These 
departments malntjnln files on all CRA related marketing 
campaigns. Local media, including informational brochures # 
radio, television/ newspaper advertisements, and billbo^irds, 
are .used as the primary marketing tool. The bank also 
piiblicizes its services in a variety of minority-related media 
outlets around the state. 

A special Hispanic marketing program provides customized 
information. The program uses Spanish marketing brochures, 
and advertisenisnts in. bilingual newspapers and other minority 
publications in. markets with laxrge Hispanic populations.. The 
bank has also developed a specdLfic advertising campaign for 
credit products designed for low-dLricome consumers . 

The bank's CRA contact program markets products to small and 
minority owned businesses, as well as to low and moderate 
income individuals, by providing credit and deposit 
information to interested businesses and community grojjps* 
Branch memagers and employees also meet with individiials , and 
community and school groups, to provide information about 
banking services and how to apply for credit. These forums 
provide additional opportunities for the bank to make its 
services known to all segments of its local communities and to 
assess credit needs. 

Assessment Factor I - The institution's origination of 
residential mortgage loans, housing rehabilitation loans, home 
improvement loans, and small business or small farm loans 
within its community, or the purchase of such loans originated 
in its community. 
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A33Q33mQnt Fanfcor I ( Continued) 

Wells Fargo Bank affirmatively addresses a substantial portion 
of identified community credit needs through its origination 
of residential, small business, and small farm loans. A 
sxibstantial majority of these loans are located within the 
bank's delineated local community. In March 1990, the Board 
of Directors announced a commitment to lend $1 billion over 
seven years to community and economic development activities. 

Wells Fargo Bank is a significant mozrtgage lender with over $2 
billion in single family molrtgages originated during 1990. 
The bank also extends a sizeable amount of credit to hbnprofit 
developers and housing associations to provide affordable 
housing to low income individuals throughout the state. In 
addition, the haiik recently assumed .the responsdLbility of 
administering the San Diego Housing Authority rehabilitation 
loan program, which provides funds for renovating low income 
housing throughout the San Diego metropolitan area. 

The Commercial Banking -Groi^ .offers special credit products to 
small or nonprofit businesses, or those businesses that are 
majority-owned by mdLnoj^itles or women, . through its networ]; of 
Retail Commercial Banking Offices. The group also ■ 
accommodates business customers by exteziding Small BusdLness 
Administration (SBA) loans. The Retail Group's Business 
Banking Division offers more convention^il small business 
loans, including the new Business' Line product, through the • 
retail braunch network. 

The bank is one of the laxrgest agricultural lenders in the 
country. As part of this program, the Business Banking 
Division extends loams to small farms through the retail 

branches. 

A review of the bank's current Conununity Reinvestment Act 
statement revealed that it correctly lists the majority of 
Wells Fargo Bank's credit products. 

Assessment Factor J - The institution's participation in 
govemmentally-insured, guaranteed or subsidized loan programs 
for housing, small businesses, or small farms. 

Wells Fargo Bank has increased its activity in SBA loan 
programs since first becoming involved in. 1987. The bank is 
in the process of obtaining designation as an SBA preferred 
lender in various counties throughout the State of 
California. As of December 31, 1990, the bank had total 
outstandings under the program of $46 million. 
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Aasftflame nfc Factor J ^Continued) 

The bank participates In state, city and local government 
guaranteed loan programs for affordable housing development. 
During 1990, the Real Estate Groi^ made- development loans 
backed by the Los AAgeles Community Redevelopment Agency, the 
Office of Community Services, the Los Angeles Community 
Development Department, and the State of California Department 
of Housing and Community Development Rental Housing 
Construction Program. The Real Estate Group also provides . 
constmiction financing for projects that make use of the 
Farmers Home Administration mortgage guarantee program. Neir 
loans booked by the group with government backing totaled $120 
million during 1990. 



ZZZ. GEOGRAPHIC DZSTRZBUTION AMD RSCOBD OF OPEHING AMD CL0SZM6 
OFFICES 

Reasonableness of Delinaatad Community 

Wells Fargo Bank has delineated its local community as 45 of 
th<e j58 counties in the State of California; this -delineation 
is reasonable. The delineation excludes less populous border 
counties in the North and East of the state and two central 
counties where the bank does not have branch offices. Ah 
analysis of the demographics and income levels of these 
counties shows that the bank does not arbitrarily exclude low 
and moderate income neighborhoods or mdLnority populations.. 

Assessment FAotor E - The geographic distribution of the 
institution's credit extensions, credit applications, and 
credit denials. 

The bank performs an annual analysis of the distribution of 
home loauns reported under the Home Mortgage Disclosure Act. 
The analysis of 1990 mortgage lending activity shows that the 
bank made a reasonable percentage of home loans, approximately 
19%, in low and very low income- census tracts. The Corporate 
Community Development Group is now working with the Retail 
Division to establish mortgage lending goals and msurketing 
strategies based on the results of this analysis. 

The Corporate Community Development Group tracks loans under 
the Community and Economic Development Program to ensure fair 
geographic distribution of its special credit projects. 
Specifically, the Community Development Department monitors 
the locations of projects funded by the Real Estate Group's 
Accommodation Unit to ensure coverage in rural as well as 
urban areas throughout the bank's delineated community. A 
review of this list of loans shows wide distribution of 
development projects throughout the state- _ 

- - 
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Assessment Fachar E ( Continued) 

The bank also analyzed lending patterns in credit card 
coromitments during the second half of 1990. This analysis 
showed that approximately 48% of new commitments are granted 
to low~income customers. 

The bank encourages branch officers to make loans throughout 
their local market. To help branch officers identify low 
income areas, the bank has distributed updated census tract 
maps. The Retail Division also distributes Branch Market Area 
Perf oxrmance handbooks that breakdown the demographics and 
income levels by census tracts so that br2mch officer;:' can 
target areas for lending efforts. 

Assessment Factor G - The institution's record.. of opening and 
closing offices and providing services at offices . 

Wells Fargo Bank expanded and improved its methodology for 
emalyzing and documenting decisions to close, consolidate, 
downsize, or relocate branch offices. Since the second 
quarter of 1989, no branches have been closed except as a 
result of acquisitions of other finEincial institutions. .The 
Retail Division and the Community Development Depairtment h^ve 
clearly documented and justified decisions to merge branches 
when consolidating retail service as a result of 
acqtuisitions. The board's CRA Committee reviews and 
acknowledges all branch consolidation decisions. 

Acquisitions of other financial ixistitutions during the past 
two years have improved Wells Fargo 's ability to provide 
service throughout its delilteated community, including low and 
moderate income neighborhoods. Acquisitions have especially 
improved branch service in California's Central Valley amd in 
the San Diego metropolitam area. About 37% of branches aire 
now located in low and very low income areas, and another 37% 
are located in moderate income sireas. 

Wells Fargo Baink is a leader in expanding retail services to 
its community. It pioneered the extended hours and weekend 
banking that are now common in California banks. The bank has 
opened branches in Safeway grocery stores, providing more 
convenient and accessible banking to consumers. Wells Fargo 
Bank has the most automated teller machines per branch of any 
major California bank. Further, the bank offers 24 hour 
customer service and at-home computer banking. 
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IV. DISCRIMINATION AND OTHER ILLEGAL CREDIT PRACTICES 

AsaegamQ nt Factor D - Any practices intended to discourage 
applications for types of credit set forth in the 
institution's CRA Statement (s) . 

No practices were identdlfied that discourage applications for 
credit. Wells Fargo Bank has established a system of 
incentives that encourage loan officers to actively solicit 
credit applications from all segments of the delineated 
community. The bank's CRA contact program further encourages 
branch officers to meet with all segments of their local 
market and discuss the bank's credit products. 

The Board of Directors has approved policies and procedures 
that institute nondiscriminatory practices. The bank has an 
effective compliance management system that regularly tests 
compliance with these policies and procedures, ensures 
corrective follow*-up of any exceptions, and provides regular 
training to all relevant staff. 

Assessment Factor F - Evidence of prohibited discriminatory or 
othe;r illegal credit practices. 

The most recent consumer compliance examination found. Wells 
Fargo Bank to be in compliance with all provisions of 
anti -discrimination laws anxX regulations. 



COMMUNITY DEVELOPMENT 

Assessment Factor H - The institution's participation, 
including investments, in local community development and 
redevelopment projects or programs. 

The bank maintains an excellent record of participation in 
local community development and redevelopment- projects. The 
staff of the Community Development Department is well known to 
local government officials, nonprofit developers, housing 
agencies, community groups, and housing advocates. Corporate 
Community Development Group personnel have served on several 
reinvestment task forces and have assumed leadership roles in 
many local initiatives, such as the National Association for 
Affordable Housing Lenders, the Los Angeles Community 
Reinvestment Committee, and the California Community 
Reinvestment Corporation. 
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Assesamenh, Facto r H (Continuady 

During 1989 and 1990, lending for community development more 
than doubled the bank's expectations, with several more 
development projects to be financed in 1991. Wells Fargo Banlc 
has also assumed Great American Bank's role in San Diego's 
Residential Rehabilitation Program. And the bank is a major 
lender to nonprofit regional housing developers, such as the • 
Bay Area Residential Investment and Development Group 
(BRIDGE.) 

Assessment Factor K - The institution's ability to meet 
various community credit needs based on its financial 
condition and size, legal impediments, local economio 
conditions and other factors. 

Wells Fargo Bank is one of the three major financial 
institutions in the State of California. It has no 
significant, barriers to conduct the business of banking. The 
State of California has a strong, diverse economy, with a 
growing population and favorable economic forecast. 

The bank has actively participated as a leader in local 
comn^inity development and revitalization projects throughout 
the state. Not only has the bank funded numerous loan 
commitments to develop affordable housdLng, it has made • 
significant charitable contributions to nonprofit 
organizations specializing in housing and redevelopment. 
Not2Lble were the bank's $1 million investment in the 
California Equity Fund and its $100,000 grant to help open the 
San Diego office of Local Initiative Support Corpozration. 

Wells Fargo Bank has a good working relationship with local 
governmental agencies and community groups that refer 
nonprofit developers to the bank for financing of affordable 
housing projects. Two notable referral organizations are the 
Housing Community Development Agency, a state agency in 
Sacramento, emd Community Economics in Oakland, a nonprofit 
advisor to housing developers. 

Assessment Factor L - Any other factors that, in the 
regulatory authority's judgment, reasonably bear upon the 
extent to which an institution is helping to meet the credit 
needs of its entire community. 

Wells Fargo Bank prides itself on corporate responsibility. 
The bank actively encourages its employees to volunteer for 
community service through the Volunteer Network. Executive 
management rewards employees' community involvement through 
the Presidential Award for Social Service and the Social 
Service Leave Program. The bank also contributes more than $2 
million annually to the United Way Campaign. 
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t.F^etioir I. fContinuedl 

The Wells Fargo Foundatilon seeks out and acteinlsters grants to 
a variety of social, civic, and l d— unity oriented 
organixations. Tbe Foundation has targeted nonprofit groves 
working to dlncrease affordable housing and groups working to 
iaprove educational opportunities for children. 

During the past year, the Board of Directors has expanded its 
cultural diversity by electing aoooaplished and respected 
■leabers who represent various minority populations. In 
addition, senior ■anageaont created a Cultural Diversity 
ro—i ttee that is oonposed of enployees f rosi all divisions to 
represent, the different ethnic and Minority groups in the 
bank. The Coaaittee advises senior aanageaent about cultural 
dLssues din hiring, pronotion, and retention policies. 

As a result of corporate policy, Itells Fargo Bank has 
participated in contracts worth $5.5 adlllion to minority 
vendors and contractors during 1990. The bank was one of the 
first dLnstitutions to extend special credit considerations to 
Military reservists called vp during the Gulf Umr. The bank 
has also developed low inco«e and student diecking products. 
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BUSINESS Banking 
Group 

Another important element of Wells 
Fargo Bank's Community and Eco- 
nomic Development Loan Program is 
providedby the Business Loan Dhislon 
of die Business Banking Group. Widi an 
average k)an size less dian $55,000, and 
a median size in die $20,000-$40,000 
range, die Business Loan Division 
funded $195 milUon in 2,217 transac- 
tk>ns dutMigh its CRA k)an products 
during 1992. Widi a special emphasis 
on minority and women-owned busi- 
nesses, diis Divisk)n seeks to klendly 
lending opportunities diat will resuh 
in die creatkm or retention of jobs. 
The Divisk>n also seeks to provkle 
credit to companies k)cated widiin 
enteiprise zones. 

The Business Loan Diviston also offers 
"BusinessLine™, " a line of credit avail- 
able to small businesses for amounts 
ranging from $5,000 to $50,000. 
This product was designed for short- 
term financing and can be used for 
trade discounts, to carry receivables, for 
purchase of inventory and for general 
working capital and seasonal needs. 
The Business Loan Division is a 
partkipant in die State of California 
Guarantee Loan Program. It seeks to 
achieve a "Certified Lender" status widi 
die Small Business Administration, dius 
enabUng Wells Fargo Bank to become 
an efficient provkler of SBA guaranteed 
foans to small businesses diat woukl 
odierwise not qualify for credit. 
Hie Business Loan Division, whk:h was 
formed in 1968, is a relatively new 
component of die Wells Fargo Commu- 
nity and Economic Devefopment Loan 
Program. The charts on die right 
illustrate how successful die Divisk>n 
has been in klentifying and addressing 
an important nkhe in community 
lending since being added to die 
Program in 1989. 



San Diego Youth and 
COMMUNITY Services 
(SDYCS) - San DIEGO 

San Diego Youdi and Community 
Senices is a 20-year-okl of]ganization 
diat provkles youdi and family servkxs 
in times of crisis. SDYCS operates 
shelters for homeless adolescents, 
supports foster funilies in dieir care of 
young people, and has gang prevention 
and teenage alcoholism programs. 
The Business Loan Division provkled 
it widi a line of credit. 

13TH STREET CHAL.ET 

- San JOSE 

The 13di Street Chalet provkles shelter 
and care servkes to 50 clients. Funded 
dirough contracts from Agnews State 
Hospital in Santa Oara County, die 
Chalet provkles an alternative to 
institutional care to developmentally 
disabled indivkiuals. Servkes inchide 
medkdne supervision, financial counsel- 
ing and work skill training. The bank's 
San Jose Main Office worked widi BLD 
on a loan to refinance die home. 

CUINICA DE SAUUD PARA 

Eu VAUL.E DE Salinas 

- Salinas 

The Salinas Main Office worked widi 
BLD to provkle a short-term foan to 
assist Clinica de Salud Para El Valle de 
Salinas (Salinas Valley Heahh dink). 
Established in 1981, diis non-profh 
clinic provkles acute care, dentistiy 
and obstetrkal-gynecofogkal servkes 
to migrant farm workers in die 
Salinas Valley. 

La RAZA/GAL.ERIA POSADA 

- Sacramento 

La Raza/Galeria Posada is a 20-year- 
okl, non-profit multicultural arts 
organization dedkated to die promo- 
tion and preservation of Chkano/ 
Mexkano and Native American art and 
literature. Its main components are La 
Raza Bookstore and La Galeria Posada. 



The Business Loan Dhriskm extended 
a line of credit to La Raza/Galeria 
Posada. Photo on page 5. 
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Opportunities for community develop- 
ment lending, have l)een created as a 
result of die Community Contacts 
Program. 

Hie Community Development 
Department's professional staff are 
often speakers or panelists at commu- 
nity and economic development 
meetings. 

CORPORATK Responsibility 
This department coordinates a wide 
variety of activities and programs duu 
address social issues in California. 
Activities coordinated by die depart- 
ment include: 

Sodfll Service Leave Program - Any 
Wells Fargo employee in good standing 
with three or more years of service may 
apply for a social service leave of up to 
six montfis. Leaves provide an opportu- 
nity for employees to work witfi a non- 
profit group of tfieir choice. Employees 
continue to receive foil pay and 
benefits while on leave and are guaran- 
teed die same or a similar job upon 
returning to Wells Fargo. 
Presideiit^ Award for Social Service 
-Through tills program, Wells Fargo 
annually recognizes employees who 
vohmteer dieir time working for non- 
profit agencies in die community. 
Winners receive recognition from 
President Paul Hazen, as well as a cash 
award for die non-profit agency for 
whkhdiey volunteer. 
Pcraaoal Growth Leave - This 
prognun provfcies a leave of up to diree 
montfis for empfoyees to pursue 
intensively a personal interest or 
activity diat might not be possible 
witiHNit a leave. Participating employ- 
ees are given an opportunity to broaden 
dieir perspective and have pursued a 
variety of interests. Hie Penonal 
Growtfi Leave Program is open to 
empkiyees in good standing who have 
completed 10 or more years of service 
witii Weils Faigo. 



CULTURAL DIVERSITY 
COMMITTTKE 

Established in 1990, tfiis committee is 
chaired by a senior manager of die 
Bank, who reports direcdy to die Chksf 
Executive Ofiker, Carl RekrhardL The 
misskm of die conunittee is to monitor 
company poUdes and practices and 
recommend changes whteh ensure 
tfiat diversity is fostered at aU levels 
witfiin Wells Faigo. 
Committee members who act in an 
advisory capacity represent a variety of 
business units, and reflect die etfuik 
and gender mix of die company, in its 
meetings die committee formulates 
polteiesto: 

• promote cuhural awareness 
widiin die ofganization, 

• communicate die company's 
viskm on culniral diversity, 

• create an environment where 
all employees are folly utilized 
and devefoped to dieir maxi- 
mum potential, and 

• incorporate accountability for 
diversity results. 

WELLS TEAM 

This program provkles Wdls Fargo 
Bank empfoyees die opportunity to 
volunteer dieir time, efforts and skills 
in die communities where diey work 
and live. 

Throughout die year, Wells Team 
members participate in hands-on 
volunteer projects coordinated in 
partnership widi focal non-profit 
agencies. Examples of such projects 
inchide planting trees, renovating 
homes for low-income, elderly 
homeowners, packing food at local 
food banks, and hoMing hoUday events 
for disadvantaged chikken. In 1992, a 
total of 3363 vohmteers participated in 
61 Welb Team vohmleer pro|ects 
across die state. 

Community oiganizations also benefit 
from WeOs Faigo volunteers' involve- 



ment on non-profit boards of directors 
and advisory committees. WeOs Team 
helps members contribute tfieir 
adminisbative and management skilb 
to tfiese agencies by linking qualified 
WeOs Fargo empfoyees witfi non-profit 
agencies in need of board or advboiy 
committee members. 
Additional volunteer prognuns coonU- 
naled by Wells Team are die Welb 
Team sports sponsorship prognun and 
Wells Fargo Mood drives. Hie sports 
sponsorship program enables Bank 
empfoyees to form company-sponsored 
teams to participate in atfiletic events 
benefiting non-profit community 
agencies. Wdls Faigo bkrad drives have 
been so successfol diat in 1992 die 
company recdved an Award of Excel- 
lence from die Irwin Memorial Bkiod 
Bank in San Francisco. 
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AL.IPORNIA 
COMMUNITY 
RKINVKSTMKNT 
CORPORATION (CCRC) - 

The CCRC is a consortium of 56 
California banks that provides a 
revolving $100 million pool of hinds 
for permanent financing of aflofdaUe 
homing pTOfeds. A founding member 
of the CCRC, Wells Fargo Bank is the 
second lai|^ investor, funding 
appraximalely 12% of each transaction. 
Wells Fargo Bank's Corporate Commu- 
nity Development Group Manager is a 
member of die CCRC Board of Direc- 
tors and an active participant in tiie 
board's Executive Conunittee. The 
CCRC is establishing a secondary 
nurfcet to enable tfie CCRC mem- 
' bers* funds to be available on a 
revolving basis. 

Los ANGEUES COMMU- 
NITY REINVESTMENT 
COMMITTEE 

The Los Angeles Community 
Reinvestment Committee 
(LACRC) was established by 
the aty Council of Los 
Angeles in December 1990 as 
a working group of bank and 
savings and foan association 
officials, community 
representatives and city 
staff to develop a compre- 
hensive plan to help 
revitalize depressed areas 
of Los Angeles. The committee, whkh 
was established witfi a two-year sunset 
proviston, was given tfie specific task of 
devefoping new financial institution 
programs or projects to meet die credit 
and financial needs of fow- and 
moderate-income communities in die 
aty of Los Angeles. Wells Fa^go has 
been a key participant in die LACRC 
since its inception. 



SubconuniOees were formed for die 
foOowing areas: Consumer Services, 
Economic Devefopment/Afibrdable 
Housing, Afibrdable Housing Financ- 
ing, and Economk Devekipment 
Financing, iaren Wegmann, Wells 
Fargo Executive Vtee Presklent, 
chaired die Subcommittee on 
Economic Development Financing. 
By June 1991, die subcommlnee had 
completed die first phase of its task 
widi die devefopment of 12 specific 
programs for addressing credit and 
financial servkx needs in Soudi 
Central Los Angeles. The second phase 
was to establish a pifot project to 
implement die 12 programs, die 
Community Financial Resource 
Center. The following initiatives will 
be launched: 

• SEED - Micro-Business Loan 
Program, 

• Small Business Expansfon Loan 
Program, 

• Business Assistance Center, 

• Business Resource Directory/ 
Database, 

• Business Fairs, 

• Legal Aid Foundation of Los 
Angeles Consumer Banking 
Project, 

• Home Loan CounseUng Center, 

• Home Buyers Fair, 

• First-Time Home Buyers Loan 
Program, 

• Consumer Credit Counseling 
Program, 

• Land and Building Acquisition 
Program for Afibrdable Housing 
Constivction, and 

• Financial institution support for 
die establishment of die Soudi 
Central Community 
Devefopment Credit Unkm. 
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Ilk- hikljjKi ID iviK ralf ihi: Ki"iinir«- 
tVr.'UT liir ihi* rwu-vi'ar nilut pn-itrojii in 
51 niillKHt mIikIi liicliiik % iiiikL> tor 
Mk- K(i>'iik->> Mih l'n»p-jip flu' lo> 
\n;iL-ii-N tiiiaiHial uHinniinftv wi> 
nuIkjUxI for c«iilMhiiiion:» ±>vi b\ \(jr 

iwii iiar>. lit T*lik.h <t^J.'Hn» Aa> p.fiil 
III vjsli *vlN »\in?« viiMl'ilmiril 

llu i>imi)timiiv I iriJiuui Kootini- 
( viUif JiKiiriiiHxUlo M-nki' })n»\Hl 
•.IN ttho iiM' fill u-MliT tt> (»(frr ilk' 
irc-dH ihit M-rvHc |)nit:rJi>iN tiudintti 
.ihirtt' Thr sfr\Kf |>r<<«klt-rs arc miii- 
}>nifit i,(>rp(iriikHk> lAptTK-mttl mi 
J^M^tilht \(m ■ jml iiiadi'nU'-inoHni- 
ciHiiiiniimk's TtH> (iiMunuimh 
KiiiiUKiii KeMNjrri' {'jcnM opnu-d in 
Vprii l«)95 

KsLiMKhimtit fif this CummiinHv 
Fiiuncial RmNinr (joaer v» ihc Us 
\np!^ CtM nmuiHi) Rcinvrsiimiil 
Uirpuniioirs im»t Mpiifkauii xfune- 
iiietH for 1992. K b the vdiiclr thrwii^ 
which credit and >n\ke prugnms arr 
bring uffmd lu tfir Los .4nfld» 



ounni^iiiiiv tiiwiivul fv-N^Him- icntiTN 
pLni'ttl i:\ Im MiRi'lo. 

N[:ir.HaoRHOOD 

DFVr.LOPMCNT BANK 

^i IK Yirvft f> av«J'»»Mig in iIk- unani/j 
«i(»iul dlt.ri ii» tun 11 Uu- Vj>:hh»>rhi)ii(J 
Mrvt i.ijuiM iji Hank in >jji liw-yji 
I 111' lill>s«iil ut tik Nt:i;J»lMirh<KKl 

iH.>i liipiiuiM hjiik <«ill be H) iinprmi.- 
M\d MTvr .1 i(iN(oiik-r huM imitidini: 
ihi rtltnii JK dtxcrsv loiUfiuiMil) 
inuimi (t-iiirul Voii I>h-0). jfli>nlitt>U- 
IkiiiMii^ jihiMLih-> ikin-pnitir iir^^hi- 
/iiK>n> Jiki a'li{!il>li^ Dn^uii/^tofis 
Til i.NSi>i (til- Ihuik Ihrutt^ti ils fejsuhij- 
itv jitd ihurtcr jpplH'iUiii) phiM>. 
%VII^ Fin^> iiiaile a ruik<4Ntal. equity 
iniYNtnimi in thr Viitfiborhood 
Dfvdupninii Bank afcmg «idi .srvvn 
udirr Iminiiin. 

California Equity Fund 
Since 1990. Welk fMp> ha.s inwslcd 
$2.49».000 in die Cahfuniia Ei|uii> 
Fund, a ncm-profil Mifatidian of I'm* 
Local Initiativct Support CoqMmion 



Cnnmumtry rmAMClAt. OCftOuiMC 
Ctnrtw - Ld» *M«ik>» 

» . ■-•'Up- *■ fk-l. '.^A^a :i*th:1i« S«" ?••• 
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(USi t. IV hind pitMHles equinr 
imestinent capiui tn non>prufit- 
>pMiM)m] ImifKvnH' iKHLsing 
pnifei-rs ihrDiij^iut Cahfomia. Vrih 
I Mfn* aitd f tfhcr i«Mp»rjtr paninpfitfUi 
lit tm' tuml jnftidi' thescr (i|iiil> 
ill^l-M^M■(;C^ A> tiinuid partfitrs in 
(-\ih<in'^- hir nUK ;ithl tnlt*fal hw- 
{tkitiiK en tlil> 

ACKICULTURAI. LENDING 

Vi lis h jngii IS tunsiMciilh ;i k-adiiif: 
jjjxultunl kndf r ui r^ifnrnM. 
I.iijn-w in* lUikk' ht famirrs for 
t^iniimH'ii! cftifK iiid l4iid fiinaiK'HH; 
liimucn ihf BuMn«» Ukui Dnf^KHi 
01 kI [\w u^nnii-rciil Konkinj: (inMip. 
VHN Fon^i Jtho ha> bn.ii jciiu- m 
pnwMliiiKMU (ii^^'fofHiKMi Jikl 
(.■>nNinic!itin liiiJiKuig for niril 
Ikiiimih! (ti-tt|ti|NTK n(> imohiiij; ihi' 
harfuiTs \Umw Wn>ini>tnUimi. Thcsft 
pnijivL^ ivpk'ilK provide vm k»- 
Ku'iHtK' aitd iiM-iiKiMne buyers the 
<»ppiiniiiim i<> n-diirt diecmi •>) ihftr 
hiKiii- In \^trfiiih;tiii ibcwwnktiiin 
J p^«■^^ ciHnnhHih kjvwn as 

National Association of 
afforoablr housing 

LENDERS INAAHL) 

I juna't^id and hwiMkd h> an t^lfkxr 
of WdK FarHfi bank. V\\HL has 
become an tstdb(l^ilrd iiaiioiial trade 
affociaUon tif lenderi inierRtled in 
low-inoiine hotbing finance. \W1L'& 
puipow is 10 prmide shared mearch 
and kncwMgr of new and existing 
sinicluRS for finandnK nofdafale 
houMon and ID fukicr iendiiv 
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CRA DKSiONii 
Officcs 



^fWf Statement reflects our 
w ^ sincere commitinefit 
and significant accompUshmenls in 
kfentiiying and meeting the financial 
ind ovdii weds gf the communities in 
^iihidi we dD bui;infi£. Community 
reimcstmont ai:tiviiic$ are integral to 
the ongain^, bufiinesi of Wdb Fargo. 
Vc bdievp in ikang bunness in the 
□immunltirs whec our staff woric and 
ItVF T1ii£ jMiemeni diKuments our 
CKA reJaied profiFam} &nd highlights, 
including DUr comniuiiity outreach and 
product devekipnienl eJlorts. 




464 Cdionlit Street ContnOMa SaiMtCna 

Sin rnndsco 94165 Mtfin SantaOan 

Manger SanFmdaoo Solano 
(415)596-2853 



San Joaquin 



65 West AUsal Street SanBenHo 

95901 San Lub Obispo 



5401 CaltforniaAw. Ililare 
Bakenfidd»309 



(805) 861-6275 

N7 



1206 Van 
Fresno 95721 



555 South Grand Ave. SantaBaitian 
Los Angeles 90071 



(213)253-3741 



This (XA statement also serves as a 
means to market our (Nnoduds and 
publicize our lending activities as they 
lienefit the conummities where Wells 
Faigo is present AtWelbFaf9),we 
are commitled to continuing our 
leadership role in promoting economic 
revitalizaiion and growdi in the 
communities we serve. 

We invite aO interested persons to 
comment on the credit needs of their 
communities, and we wffl re^iond to 
all comments. Copies of such corre- 



CRA offices listed on diis page. 



2525 North 
Santa Ana 92706 



ai4) 975-5145 
UCI0N9 



10555 Foothill BM. 
Randw CucanMnga 
91750 



ai4) 945-5686 

mo 



101 West 

San Diego 92101 



Broadwajr San Diego 



(209)442-6225 



(619)258^51 
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toenkftogr 
t Ak credht BCBdi cf ihis 
^ aod to like lbs eolDiln iHD J 
I Ihe GoBplralEr MCBB fli OErtHij 
■ttrikM-ligiiiiiiitoii 




■ IbiBVJBktoloQkMwc 
^itfcftiiy BMkiuxiwidbydKQiiiyliiiBfi oidK 
OncKj; Vofen DBtticL 

■ ¥■ tbo wMs TctfKA froBi Ak Gu|iliuler cf Ak 
CpntPcylfcjlUMKflricL JBMtoounocBieBlofiiyil- 
ctfioas OGwcRd br iIk OU iM vitti iIk OniNnler, 



I ov onot CRA SMeDot fiv lbs 
c Of fay roBtiflHig Ifcfe faiy 

BaBox 

65102, Sao frwim, CittKna94i^ 




■ HMto^seodslgpalvWriiieoc 

GRA SblEBKflt or ov peribniiaDoe 10 Upiiig to iDBCt 

»WMiMiihrcredftoBedstoliana8Et,WbfaiyCom- 

Bniit¥ DevEiopiimt Dqwln^ 

fradKn, Cafifcnoa 941^ aod to tbe Gomplnte 

tiieCiirrencyAd flMP ist nlo rofNatioDalBaDis,lte^ 

Didrict, 50 I^emoot Street, Suite 3900, San fViDC^ 

(^lifonua 9^105. InrleOei; together with any 

response by us, nu^ be made public 



■ )jbumaf knkMafikofaflsigDed,! 
meals received by us within the past two years, any 
responses we have made to the comments, and all GRA 
Statomenls in efiect during the past two years at our 
Gonunim^ DddopDCBt office in San Fhmdsco. )Jbo 
also may look at the fik about this conununity at the 
office designated in the CRA Statement or you can 
request that a copy be piovided at your local branch. 



Federal Reserve Bflnk of Sn Ripcisoo. 101 MariBBt 
Street, S» fVanasoo, GalifDraia94l0S JB «WMBce- 
IbytheCRAfiedbyhnk 



■ )bominF obtain the pohhc section of our most recent 
GRA I^ffof nuoce Eviduation. which was prepared by 
the Onpinler of the Gurency M Qommuni^^ Devd- 
opment Depslmeni. PQ Box ^102, San RraDdsco, 
Cattnoia 941^ or M any of the offices designaled in 
our GRA Statement 



WBUJS lABGO BANK 
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394PiciflcAfcnue 

Sn FrmdKO, OUkn^ 94163 

(41$) 3964>4SO 



333SoiilhGniidA 

Lm Alleles, CiUibrata 90871 

(213) 253-7146 



101 West BnNMhnqr 

Sn Diego, Ciyfomia 92101 

(619)23»^358 
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Office of Thrift Supervision 

Department of the Treasury Director 

1700 G Street. N.W.. Washington. D.C. 20552 • (202) 906-6590 



December 3, 1993 



The Honorable Joseph P. Kennedy, II 

Chairman 

Subcommittee on Consumer Credit and Insurance 

Committee on Banking, Finance and Urban Affairs 

U.S. House of Representatives 

Washington, D.C. 20515 

Dear Mr. Chairman: 

Please find enclosed responses to the follow up questions 
submitted in conjunction with the the October 21, 1993 hearing 
on Community Reinvestment Act Reform Initiatives and Federal 
fair lending laws. 

If I may be of any further assistance, please do not 
hesitate to contact me. 







Athan L. Fiechter 
bting Director 



Enclosure 
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OFFICB OF THRIFT SUPBKVISION 

AHSIIBRS TO QUBSTIONS 

ON CRA REFORM AND FAIR LBRDING 

Qaestions froi Chair»an Kennedy : 

Q.l. I know that you are very faailiar with the Decatur Savings 
and Loan case brought hy the Justice Departaent. What has 
happened to the CRA rating of Decatur Savings and Loan 
since the case? 

A.l. We last examined Decatur Federal Savings and Loan 

Association for CRA as of December 26, 1989. Subsequent 
to that examination, the Justice Department conducted an 
extended fair lending investigation of Decatur. We did 
not conduct a CRA examination during that investigation to 
avoid interfering with their work. Prior to the Justice 
Department's settlement with Decatur, which was reached in 
September 1992, First Union National Bank of Georaia 
applied to acquire the institution. The acquisition took 
place on March 1, 1993. First Union is regulated by the 
Office of the Comptroller of the Currency. 



Q.2. On page 4 of your testimony, you say that the agencies 
will soon be rewriting esEsmination procedures in a way 
that makBs better use of the objective measures of 
performance. Could yon please provide examples of how 
this will be done? 



A. 2. The federal financial regulatory aaencies are working 
together to implement President Clinton's CRA Reform 
Initiative. The agencies expect to publish proposed 
uniform regulations in the Federal Register before 
year-end. Consistent with the Pres ident ' s instructions , 
the revised regulations will focus on an institution's 
lending performance, investments, and services, 
particularly as they relate to low- and moderate- income 
areas. We will begin developing new examination 
procedures after the revised regulation is proposed. 
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Q.3. On page € of jaar tmrntimaufg yon indicate a naod for 
better detection tools to analyse disparate lending 
patterns. What tools woold be of assistance? Woold a 
■nik-like disclosure of business and com una r loans be 
nsefnl? 

A. 3. The steps we are taking to better detect discrimination 
includes (1) ezpandino and inproving exaniner training; 

(2) exploring alternative detection techniques, such as 
testing, to add to our examination process; and 

(3) iforking throuoh the Federal Financial Institutions 
Bxani nation Council to find better ways to use HNDA data 
to identify lending disparities and potential problens. 
It would also be helpful to develop, in consultation with 
the Departnent of Justice, uniform and cost-effective, 
computer-assisted, interagency fair lending examination 
procedures using statistical sas^ling techniques. 



Althouah most of the institutions we regulate engaoe 

primarily in home mortgage lending, HNDA-like disclos 

of data for business and consumer loans would be of some 



use in those institutions that are significantly involved 
in makina those types of loans. In connection with the 
forthcoming CRA proposal, the agencies are considering the 
collection by certain institutions of additional data on 
business end consusier loans. 

Q.4. The Comptroller has indicated he will be using testers to 
detect discrimination in early 1994. Will OTS be 
following suit anytime scxm? Why or why not? 

A. 4. we are very interested in testing and have discussed the 

concept with several civil rights groups and HUD. We have 
offered to provide advice and guidance on a 
research-oriented testing project that the Urban Institute 
tfould like to pursue, and have offered to work with HUD to 
interpret the results of the findings from its testina 
project. However, prior to making a final determination 
as to whether we will pursue our own program, we want to 
evaluate the results of the OCC's testina project. If the 
OCC's project demonstrates that testing is an effective 
tool for detecting discrimination, we would expect to 
adopt a similar program. 
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Office of Thrift Supervbkm 

Department of the Treaiury 



17000 Strtet, N.W., WMhington, DC. 20592 • (202) 906-6590 



D«OMb«r 3. 1993 



Th« Honorablt Jot«ph P. K«nn«dy, I I 

Chairman 

SubooMilttaa on ConauMor Cradit and Inauranca 

CoaMlttaa on Banking, Pinanea and Urban Affaira 

U.S. Houaa of Rapraaantativaa 

Waahlngton, D.C. 2051S 

Daar Mr. Chairman i 

Plaaaa find ancloaad raaponaaa to tha follow up gueationa 
aubmittad in conjunction with tha the Octobar 21, 1993 hearing 
on CoaHunity Rainvaatmant Act Reform Initiativea and Federal 
fair landing lawa. 

If X may be of any further aaaiatance, pleaae do not 
heaitata to contact ma* 

Sincerely, 



athan L. Piechter 
ing Director 



mcloaure 
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poeatlonB from Cpngrcggman Itoybal-Allerd : 

Q.l. Kluit is your opinion on whether bank branch closure in 
tinder served areas should be subject to CHA revieir? 

A.l. An institution' 3 record of opening and closing branches is 
relevant to the question of whether an institution is 
providing credit and banking services to its coamunity- 
He review an institution's record of opening and closln9 
offices and providing services at offices under our 
current CRA examination procedures. Those procedures also 
incorporate review of the branch closing provisions of 
Section 42 of the Federal Deposit Insurance Act. We 
expect that branching patterns will continue to be * 
reviewed under the revised CRA regulations. 

Q.2. Has 0T5 fomid that the financial institutions it exaainet 
consider their obligation to aeet the needs of working 
class and minority individuals to be charity work rather 
than a business responsibility? Do banks often hire CRA 
officers who are public relations professionals or have 
joint duties with the corporate philanthropy aspect of ths 
Institntion? 

A.2. In our experience, CFA officers, like many oth«r officers 
in an institution, come to their position with varied 
backgrounds and experience. For example, sosM are 
seasoned lending officers and some serve as a smib er of an 
institution's board of directors. 

It is not unusual for members of an institution's 
management teas to have multiple responsibilities. This 
is particularly true in smaller institutions which tend to 
have fewer management personnel* In 9omm cases, an 
institution's compliance officer is also the CRA officer* 

The way in which an institution administers its CRA 
responsibilities is often a reflection of its board of 
directors' perceptions of CRA- If the board does not look 
at CRA as an affirmative obligation and a good business 
opportunity for their Institution* they will probably not 
devote the resources or personnel necessary to do the job 
well- Conversely, if the board is dedicated to CRA 
performance, an effective CBA officer will concentrate on 
business development and public relations p An effective 
CRA officer typically has strong interpersonal skills and 
the financial savvy to develop and market loan products 
that are responsive to the nost pressing community credit 
needs. 
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BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM 

WASHINGTON. D. C. 20SSI 

LAWRENCE ■. LI NOSEY 
MCMSCN or THE BOARO 

December 14, 1993 



The Honorable Joseph P. Kennedy, II 

Chairman 

Subcommittee on Consumer Credit and Insurance 

Committee on Banking, Finance and 

Urban Affairs 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman; 

Thank you for your letter of November 15 forwarding to 
me Congresswoman Roybal-Allard's questions in follow-up to the 
Subcommittee's October 21 hearing regarding the Community 
Reinvestment Act. I am pleased to present the questions you 
posed and the Board's responses for inclusion in the official 
hearing record. 

Q.l. Zn Los Angeles County, dosens of bank branches have closed 
in the past several years. Host of these bank branches were 
located in working class and minority commnnities. However, 
many bank branches continue to originate in affluent, non- 
ethnic commiunities. As a result, many community activists 
have suggested that bank branch closures of solvent institu- 
tions should be prohibited in underserved areas. They also 
argue that branch openings by banks which have no branches 
in working class and minority communities should be denied. 

What is your opinion on whether bank branch closure in 
underserved areas should be subject to CRA review? Are the 
regulatory agencies considering this idea. Please esq^lain. 

A.l. The Federal Reserve Board currently considers a review 
of branch openings and closings, which is one of the twelve 
Community Reinvestment Act (CRA) assessment factors, to be an 
integral part of the CRA examination of State member banks. 
During the CRA examination. System compliance examiners routinely 
review the bank's branch closing policy, as well as the locations 
of any branches closed since the last CRA examination, and the 
reasons behind these closings, including any statistical data 
which supports the closings. Examiners also review any branch 
closing notifications sent to affected customers. 

For all CRA examinations conducted after July 1, 1990, 
System examiners produce a CRA public disclosure %rhich summarizes 
the CRA examination findings for the public. Section III of the 
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disclosure. Geographic Distribution and Record of Opening and 
Closing Offices, contains the exanlner's findings concerning 
branch closures. 

On Septeaber 21, 1993, the Federal Reserve Board, the 
Office of the Coaptroller of the Currency, the Federal Deposit 
Insurance Coopany, and the Office of Thrift Supervision adopted 
an Interagency branch closing policy statement. This Interagenc 
policy not only requires banks to adopt a branch closing policy, 
but also sets forth certain requlrenents for notifying custosers 
and regulatory agencies about any Impending branch closings. A 
copy of the policy Is enclosed. 

The CRA reform effort Is also addressing how banks ax% 
serving low- and moderate- Income neighborhoods. The proposal 
envisions that retail banks would be subject to a service test 
which would focus on the degree to which branches are located In 
or easily accessible to, low- and moderate- Income portions of th 
service area. 

Q.2. During the September field hearing held by the four federal 
bank regulatory agencies in Los Angeles, one ooamnnity grou 
representative with expertise in CRA matters testified that 
banks still consider their obligation to meet the needs of 
vorking-olass and minority individuals as charity work 
rather than a business responsibility. As proof, this 
witness noted that banks often hire CRA officers who are 
public relations professionals, or have joint duties with 
the corporate philanthropy aepeet of the Institution. 

Have you found this to be the ease in the institutions you 
have examined? Please comment. 

A. 2. From our experience, the title of a bank's CRA officer 
and his place In the corporate structure may vary according to 
the size of the bank, the type of the bank (such as a commercial 
wholesale, or niche bank) , and the location of the bank. A 
large, regional bank o«med by a bank holding company may work 
with a CRA officer at the holding company level who may be 
located In the corporate philanthropic department. Or, a large 
bank may have a CRA officer who Is not a loan officer, but who 
acts as a point person for setting up and overseeing CRA program 
within numerous regional communities. This person's role may 
Include overseeing CRA officers at branch banks or regional 
banks, reporting to the bank's board of directors about CRA 
performance, meeting with community groups to determine credit 
needs, or reviewing CRA officer reports concerning meetings with 
community groups within the bank's various communities. In this 
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case, the CRA officer may be supported by a staff which handles 
the technical aspects of lending. 

In a smaller institution, the CRA officer may also 
function as a loan officer, as the president of the bank, or hold 
other offices in addition to that for CRA. No matter what area 
of the banX the CRA officer is housed in, however, the ultimate 
test of how well a banX carries out its CRA responsibilities 
rests in the tangible efforts made by the bank — the loans, 
investments, community development corporations, and other 
efforts to service the credit needs of its community including 
the low- and moderate- income areas. The success of the bank's 
efforts is also reflected in the CRA rating assigned by System 
examiners. 

During a CRA examination. Federal Reserve examiners 
review a bank's overall CRA program — how the bank defines its 
market, determines community credit needs, creates products to 
fit those needs, promotes lending within its community, and the 
types of loans and the distribution of these loans within the 
community. Although the primary emphasis on CRA is lending, 
examiners also consider a bank's investments in bonds that 
service the needs of the community, community development 
projects, or other areas that offer tangible evidence of serving 
the credit needs of the community. 

While corporate contributions are not usually con- 
sidered by examiners to be relevant to a bank's obligations under 
CRA, there are some cases where these contributions may support a 
bank's CRA efforts. For example, contributions (monetary and in- 
kind) to support the personnel, facilities, marketing, and 
finance activities of community-based nonprofit organizations or 
other financial intermediaries that explicitly focus on helping 
meet credit needs of low- and moderate- income persons or small 
businesses may count towards a bank's CRA performance. These 
contributions may aid nonprofit neighborhood development corpora- 
tions, housing and other credit counseling organizations, 
community foundations and loan funds. Neighborhood Housing 
Services Organizations, and SBA 504 Certified Development 
Companies. In addition, a bank may provide technical assistance 
or deposits to a community development credit union in the bank's 
community. 

I hope this information is helpful. 

Sincerely, 



Enclosure 



l^JtAA^ /*W^>Y 
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FEDERALRESERVEpre^rgleg^^^ 

ftor liitiif r«lMM Sipt«BlMr 21. 1993" 

Hw r»dftr«I Aaaer^M Board today •nnouacad adoption of a joint 
iataragaiicy policy stataaant ragarding brandi cloaiaga by iaaurad dapoaitory 
iwtitntioaa. 

Tha poUcy stataMot which ia affactiva Saptaabar 21, 1993, 
providaa goidaaoa conraraing tha branch doaing proviaiona of aactioa 42 of 
tha Fadaral D^ioait Inaoranca Jtert, spacifically tha ragair— nta that inaarad 
dipoaitory inatitationa adopt policiaa for branch cloainga and provida notieaa 
bafora cloaing any branch. 
Tha atataaant: 

a daf inas a "branch" for porpoa aa of aaction 
42 as a traditional brick-and-aortar 
bran^ at irtiidi dipoaits ara racaivad, 
chacks ara paid, or aonay ia lant, tharaby 
axcluding tha cloaing of MNa and 
taaporary branchas frcai aaction 42* a 
notica raquiraaants; 
a providas that tha ralocation or 

conaolidation of a branch ia not a 
cloaing; 
a providaa that a taaporary intarruption of 

aarvica ia not a cloaing; 
a aakas claar that aa long aa a branch 
continuaa to aaat tha dafinition of 

(OVER) 
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**brandi'* under section 42, a downgrading 
of the services Is not a closing; 
e allows each Insured dspoeltory Institution 
to devise a means of allocating custoswrs 
anong branches and provides guidance on 
how this can be done* Instead of defining 
who Is a cnstosMr of a branch and who anst 
be notified of a propoeed closing; 
e Identifies the Infomatlon to be Included 
In the notice to custosMrs and In the 
notice posting at the branch; and, 
e provides that no branch closing has • 
occurred when an acquiring Institution 
operates a branch tesiporarlly under an 
option agreesMnt with the Federal Deposit 
Insurance Gorporation ("FDIC") or 
Resolution Tmst Gorporation (**SXC*), If 
the acquiring institution decides not to 
exercise the option and refers the branch 
to the FDIC or RIC. 
The policy sta t wii n t was developed In consultation with the Office 
of the Ooqptroller of the Currency, the FDIC, and the Office of Thrift 
Supervision. 

The Interagency policy stateaent Is attached. 
-0- 
l^ttachsmtt 
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OF THB TIBA80RT 
Office Of tlM- Caaptroll«r of tlM Curr«&oy 



tDoelMt M6. R-0777] 

fSDBBJkL DBPOSZT J3KSQBMMCE COBFOBATZOir 

RZV - 30€3-JUk53 

maueoaan of tbe tuusd&t 
Of f ie« of nrif t flaporrision 
Dookot M6. 93-1S7 



JkOBHCZBSs Board of Governors of the Poderal Eesorve System; 
Office of the Conptroller of the Currency, Treasury; Federal 
Deposit Insurance Corporation; and Office of Thrift Supervision, 
Treasury. 

JkCTZOHt Joint policy stateanent. 

Smuaaxt The Board of Governors of the Federal Reserve System 
(Board of Governors) , the Office of the Conptroller of the 
Currency (OCC) , the Federal Deposit Insurance Corporation (FDIC) , 
and the Office of Ttirift Supervision (OTS) (collectively "the 
agencies") have adopted a joint policy statement regarding branch 
closings by insured depository institutions. The policy 
statement provides guidance concerning the branch closing 
provisions of section 42 of the Federal Deposit Insurance Act 
(FDI Act) , specifically the requirements that ins\ired depository 
ijisticutions adopt policies for branch closings and provide 
notices before closing any branch. 
UMOESt Effective September 21, 1993. 
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TOR FORTBSR ZHTOSMATZOII, COMTACT: 
Board of Govemorar Oliver I. Ireland* Associate General Oounsel 

(202/452-3625) , Gregory A. Baer« Senior Attorney (202/4S2-3236) , 
Legal Division; Glenn B. Loney, Assistant Director (902/4S2- 
3585) « Beverly C. Smith, Manager-Applications (202/452-3946), 
Diane Jac)clns« Senior Review Examiner (202/452-3946), Divisloo of 
Consumer and Conmanlty Affairs, Board of Governors of the Foderml 
Reserve System. For the hearing impaired only . Ttolecarammicatloa 
Device for the Deaf (USD) , Dorothea Thcnpson (202/452-3544) , 
Board of (Governors of the Federal Reserve System, 20th and C 
Streets, NW.,. Washington, DC 20551. 

QSQz Cindy L. Kausch -Booth, Licensing Policy and Systems 
Analyst, Banlc Organization and Structure Division (202/874-5060), 
Sue Auerbach, Senior Attorney, Corporate Orgartisation ^ v^ 
Resolutions Division (202/874-5300) , Letty Ann Shapiro, Coananity 
Development Specialist, Community Development Division (202/874- 
4930) , Office of the Comptroller of the Currency. 
EDIQi Robert F. Miailovich, Associate Director, Division of 
Supervision (202/898-6918), Curtis L. Vaughn, Examination 
Specialist, Division of Supervision (202/898-6759, Joseph A. 
DlMuxxo, Senior Attorney, Legal Division (202/898-7349). 
CZ&: Larry Clark, Program Manager, Compliance and Trust 

(202/906-5628) , Supervision Policy; Kevin A. Corcoran, Assistant 
Oiief Counsel, Corporate and Securities Division (202/906-6962), 
Chief Counsel's Office; Jaclcie Durham, Project Muiager, Corporate 
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Analysis (202/906-6712) Supervisory Operations, Office of Thrift 
Supervision, 1700 6 Street, NW., Nashington, DC 20552. 
SXjppi^QfEHTJ^r ZMVOBIOTZOHt 
Baekgrovnd Znf oxaation ^ . * 

Section 228 of the Federal Deposit Insurance 
CSorporation DsproveoMnt Act of 1991 (Pub. L. 102-242, 105 Stat. 
2236) (FDICXA) added a new Section 42 to the Federal Deposit 
Insurance Act (FDI Act) .^ Section 42 took effect upon enactatnt 
of FDldA on December 19, 1991. The law requires each ins\ired 
depository institution to give 90 days prior written notice of 
any branch closing to its primary federal regulator and to branch 
custoners, to post a notice at the branch site at least 30 days 
prior to closing, and to develop a policy with respect to branch 
closings. The notice to the regulator oust include a detailed 
statement of the reasons for the decision to close the branch and 
information in si^port of those reasons. 

The Board of Governors (57 PR 46168, October 7, 1992), 
OCC (57 PR 40249, September 2, 1992), PDIC (57 PR 47657, October 
19, 1992), and OTS (57 PR 44226, September 24, 1992) each 
proposed for connent a policy statement interpreting section 42. 
The agencies worlced together in preparing their proposed policy 
statements, and the statements were therefore. substantially 



^ Due to »n «rror in drafting, both section 228 and section 
132 of PDIdA added a new section 39 to the FDI Act. The section 
39 of the PDI Act added by section 228 of PDIdA was redesignated 
as section 42 of the PDI Act by section 1602 of the Bousing and 
Ocnmunity Development Act of 1992, 106 Stat. 3672, and is 
codified at 12 n.S.C. 1831r-l. 
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4 
similar. Although each of the agencies Issued a separate 
Register notice on its proposed policy statement, the final 
policy statement is a joint document. 
Summary of Pinal Policy Statement 

The agencies are issuing a joint final policy statement 
to provide guidance to institutions in complying with aectioo 42 
of the FDI Act. Similaur to the agencies' proposals, the policy 
statement defines a branch for purposes of section '42, .clarifies 
what constitutes a branch closing,, and provides guidance to 
institutions in identifying customers to be notified in the efvent 
of a branch closing. 
Summary of Cogmients 

The agencies received a combined total of 129 cGonent 
letters on the proposed policy statements. ^ Porty-nine letters 
%rere from FDIC- insured banks and savings associations, 39 from 
bank and thrift holding companies, 32 from bank and thrift . 
industry trade groups, four from state bank supervisors, two from 
a trade group for state bank supervisors, one from another 
federal agency, one from a city government, and one from an 
individual. Overall, the comments supported the proposed policy 
statement and the agencies' efforts to implement the branch 
closing statute with the least possible burden on the banking 
industry. 



y In many situations persons provided the same %rritten 
comment to more than one of the agencies. This total includes 
all comments received by all the agencies, including the same, 
comment (s) provided by one person to more than one agency.. 
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The majority of the comnents focused on four areas 
about which the agencies had sought specific comnent: the proper 
definition of "branch* under section 42, particularly on whether 
an automatic teller m achi n e, remote service flicllity, or 
customer 'bank communications terminal (collectively, an "ATM") 
constitutes a branch; whether relocations should be considered 
branch closings for purposes of section 42; whether an acquiring 
institution's decision not to purchase a branch from the FDZC or 
Resolution Trust Corporation after temporary operation of such 
branch during an option period should constitute a branch closing 
under section 42; and how custoqiers of a branch should be 
identified. A description of the comments is included in the 
discussion of these areas below. 
Discussion 

1. Definition of "branch" 

The majority of comments received by the agencies 
focused on whether ATMS should be deemed outside the scope of the ' 
branch closing statute. Bach of these comments opposed 
subjecting the closing of ATMS to the requirements of section 42. 
Conmenters argued that Congress could not have intended to 
require notice of the closing of ATMs because AIM closings do not 
have an adverse effect on the comnunity; moreover, commenters 
argued, coverage of ATMS would discourage institutions from 
locating ATMs in lower income areas on an experimental basis. 
Ccmnenters also stated that providing notices for ATlte would be 
difficult, as AIMS are frequently located in areas, such as 
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grocery stores, over which an institution has no control; thus, 
commenters argued that if the owner of the property %rere to order 
the ATM closed, the institution would be unable to conply with 
section 42. 

Several comiienters noted that section 42 provides for 
inclusion of a notice in "regular account statements mailed to 
customers of the branch proposed to be closed.* Assuming that 
each person is the cxistomer of one branch, these ccnmenters 
argued that the requirement of flection 42 that notices be mailed 
to the customers of the branch to be closed could not have been 
meant to include ATMs within the definition of branch, since 
customer accounts are not assigned to ATMs. If, on the other 
hand, anyone who uses an ATM is to be considered a "cxistomer* of 
the ATM, commenters noted that the bank «rould be required to 
notify persons who were not even customers of the bank, but had 
merely used the ATM. 

Other commenters provided a further reason idiy an 
interpretation of branch that excludes ATMs %#ould better reflect 
the statutory intent. If ATMs were included within the 
definition of branch, then converting a full service brick-and- 
mortar branch to an ATM, and thereby depriving the neighborhood 
of significant banking services, «rould not constitute a' branch 
closing, since there «rould continue to be a "branch.* If KTUa 
were not considered branches, such an action would constitute a 
branch closing and section 42 ifould apply. 
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As to what definition of "branch" ahould be used, one 
coonenter stated that the coonoa meaning of "branch" is an office 
where esfiloyees of the bank may be found and banking business is 
handled by a natural person. Several conoienters noted that by 
using the phrase "preadses of the branch" in requiring a posted 
notice, Oongress clearly intended to cover only traditional 
brick-and-Bortar branches, that is, those with premises. As one 
coment er noted, the dictionary definition of "premises" defines 
the term as "a tract of land with building thereon or as a 
building or a part of a building usually with its appurtenances 
(as grounds) ." The commenter argued that an XlM is a fixture, 
and not a building. Along similar lines, a trade group 
rec ommen ded defining a branch as a detached, full -service 
facility staffed by employees. 

The agencies have concluded that the appropriate 
definition of "branch" for purposes of section 42 is a 
traditional brlck-^nd- mortar branch, and any similar banking 
facility, at which deposits are received or checks paid or money 
lent. Titus, for exaa^le, notice pursuant to section 42 would not 
be required for the closin^r of an ATM or temporary branch. 
Institutions that are in doubt about the coverage of a particular 
closing should consult the appropriate Federal banking agency. 

The agencies believe that this interpretacion is 
consistent with the intent and plain language of section 42. Zn 
enacting section 42, Congress appears to have been interested in 
protecting customers from the loss of full service facilities. 
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Sfifi S. Rep. 102-167, 102d Cong., ist Sms. 113 (1991) ("Ths 
threat of a branch closure is particularly coonoa and pronounced 
in under-served, lower-lncoae ne igtibor hoods . Without full 
banking services, it, is difficult for a coasainity to attract new 
business and ecooosdc activity.") 

An interpretation of "branch" as including only 
traditional brick* and -nortar branches excludes tesiporary branches 
and xma and thertftiy avoide problens with a broader definition 
that could not have been intended by Congress. For exaa^le* if 
teoBporary branches were to be included within the definition of 
"branch, " costly notifications that serve no purpose would be 
required. As one coonenter pointed out, an institution that 
established a tenporary branch at a fair, convention, college 
registration or similar event «rould be required to renoiin at the 
(possibly vacant) site for 90 days after the event ended. Zn the 
case of such facilities, it is obvious to the institution's 
customers that the facility is teoBporary. No custoswr is likely 
to be surprised by the dlaappeaxance of such facilities, and 
Congress could not have intended to require a 90 day notice for 
institutions that were never to be open for 90 days. 

As noted in the connents, ATMs also present problesM 
with an expansive definition, as those lAo use AlMs frequently do 
not bank with the institution that operates the AIM. 
Purthei^nore^ the agencies are particularly concerned that under 
an interpretation tbat included AIMS within the definition of 
"branch," an institution could downgrade a brick- aiid*anrtar 
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branch to an A3M and not bava clo o e d a .branch for purpoaaa of 
aectioa 42. -Such a reault would appear to be. at odds with the -•. 
pnrpoee of e ecti on 42. ^• 

Interpreting eection 42 to cover traditional bridc-and^ 
■ortar branches is also consistent with the Jplaln language of 
section 42. As noted by the cpsBenters* the item "branch* is 
undefined in section 42« and is not defined jslsewhere in the FDI 
Act. Although section 3(o^ .of. the FDZ Act does define the tent 
"doasstic braiich«*>^ Congre s s chose not to use- that terp in ■ 
section 42.^ An . indication of Congressional -intent in Jthe • 
language of paction 42 can be found insect4oa .42(b) (2l!(A)«. which 
requires the posting of a notice on "the premisses of ^the branch' , 
to be closed." Thus* for purposes o^ section 42^ -a branch is 
soBMthing thatr bas "preodses." As noted b/ .the coonenterSf • 
preadse is d ef ined fqr this, purpose as "a -tract, of. .Xjuad with -the 



y ..Section 3{Q) .of the FDI Act states, that a "domestic -. >. 
brandh" Includes "«xy branch bank, branch office, branch agency, 
additional office, or any branch place of business Ipoated in any. 
State of the Dhited States or in any Territory of the Uhited 
States,. Puerto Rico« XSuam,,- Anerican.. Samoa,, :the-. Tinist Territory of 
the Pacific islands, or tlie Virgin Islands at which deposits are 
received, or qhecks (Mii^ or money len|;^" - -12 U^S.C ltl34o) w: t.- * v . 

^..This is -i9 contrast to -at least one> othftr provision -of; 
the FDt Act where <::bngres8 used the term "domestic branch" in ' 
requfiTing KDIC approval ^or. qert^iin application** 12 U.S^Ct 
I8f8'(d) . Although the proposed policy statements of the Board of 
^^U^ OCC and the gpiC proposed that the, def initJ.on. of 
ic*^ branch" be used as the definition of "branch" in 
sec^ion.,42 , '.the agencies . -believe .th^it- jLt is .•mora>.in .)Qe^ing;:with * 
the language ahd legislative intent of the statute to use the 
foregoing definition of branch to implement the requirements of 
section 42... yy.-;.;, - • --t I' . "o; -.vi ,!-..i-t »*• .- --'• - '.■ '; 
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buildings therifeon."^ Tbe use of this tezm ixidicatss tliat' in 
using the term "branch," Congress intended siectidn 42 to apply to 
traditional brick- and-mortar branches -- those that have 
"premises." 

2. ReloeatittM > ^ ' 

• The Yegulatidns of the'lfoard of 'Qo^^nbra aiid 018 each 
provide that an institution that proposes ^o relocate a bnindi or 
main office only a short distance' hefed not suhodt an appiicatioii 
seelcing approvia of the relocation:' The- tiwo agisncies' 
regulations ahd standards di'f f er, but both- rely ooi scbhb ' 
consideration of the distance of tlie nave, flee 12 CFR 208 .*9 • 
(Board); 12 CFR 545.95 (OTS) . .. '- : 

- On the other hand, neither the FDlC nor the OOC has a 
short -distahce exception to its applicaitlon requirements for^ 
branch zfelocation applications. As discussed in -the proposiils, 
section 18(d) of the FDI Act requires state noooMaftser banks to 
obtain FDIC approval before relocating a branch. Section 3€ of 
the national Bank Xct requires^ OCC approval bef oris a national 
bank relocates a" branch. 

In their notices/ the agencies proposed that' a short- 
distance relocation not be considered a branch dosing for 
purposes ot section 42. All the connsnts 'received on the issue 
agreed that branch relocations should be deemed outside, the tfdope 
of the branch closing statute. Several petsons ooaamnted, Jthat 
relocations -'in the same service ania or cossaimity should not be 



fififi Webster's Viath Mmr Collegiate Dietiooary 928*^ (1988) . 
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OGosldered to be a dosing. Osiinti reosiiivd ty tlie OOC «nd 
FDIC noted that ttaooe agoncieo' TJgring applicatien «Dd aotioa 
for teraacb zelocatioDS satisfy tbs undsrlying 
of tbs hrincb dosing ststnts «nd sxgusd tbst ilstiing tb 
brsacb dosing notice gsgoiri— nrs to apply to bcancb mlocatlos 
id.tb tbs gsgoiri— nrs of wrj sting law and 



lbs final policy stit— nt contains a cannon Mtbod of 
detezHining if a "zelocation" ban occnrxed for purposes of 
section 42 and nnkns dear tbat a relocation does not constitute 
a braacb dosing. A relocation is dlstlngg^shsd fron tbe 
MBili'ULWii ■neons closing of ons branch and opening of another, 
Itader tbs pdicy statesnnt a relocation has occ nr red if tbe new 
braacb and the dosed branch are within tbs sane innediate 
neighboKhood and tbs nature of the business and the custoners 
served by tbe branch are substantially unaffected by tbe aove. -> 
Generally, relocations will be found to have occ ur red only when 
abort distances are involved; for esaaple, aoves across the 
street, around tbe comer, or a block or two away. Moves of leei 
than ICMK) feet will generally be considered to be relocations. 
In lees densely populated areas, whsre "neighborhoods" extend 
farther and a longer anve would not substantially affect tha 
nature of the business or the custcaiers served by the branch, a 
relocation nay occur over significantly longer distances. 
Institutions that are in doubt about whe th er a relocation or 
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InBtitutloQ that decides not to acquire a branch to wind down its 
operations in an orderly way. This occupancy period generally 
lasts for 180 days. . The joint final policy statement provides 
that an acquiring institution that occupies -but declines to 
exercise an option x,o purchase a branch nay renain in the branch 
during the ocaqpancy period prescribed by the STC or FDIC in 
connection with the option, up to a wiylmuBi of 180 days frosi the 
date of the failure of the bank or the expiration of the option 
period « whichever is later « without triggering the notice 
requirements in section 42. 

One commenter argued that section 42 should not i^ply 
to the closing of a branch after the sale of a bank under a 
divestiture order issued by an agency pursuant to the prompt 
corrective action regime of section 38 of the FDI Act. The 
commenter felt that the delay in closing occasioned by section 42 
could jeopardize the transaction. Another commenter asked that 
the agencies not apply section 42 tifaenan institution acquires a 
bank in govemmsnt conservatorship and closes branches in 
connection with the transaction. However, the agencies believe 
that because, in these cases, an insured depository institution 
and not the government (in its role as receiver of a failed 
institution) is closing the branches, the closing is attributable 
to the institution, and the agencies do not have the authority to 
relieve the closing institution of its Obligations under section 
42. 
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The agencies also believe that branches closed in 
connection with transactions involving failing institutions 
(including expedited mergers) are not attributable to the 
government. Thus* the exception explained- above for branch 
closings in the context of a failed institution cannot be used in 
the failing institution context. The fact that a consolidation 
of branches over a short distance may be found to be a relocation 
and not a branch closing, however « should reduce regulatory 
burden with regard to failing institution transact; ions, that is« 
acquiring institutions may consolidate existing branches with 
branches acquired from the failing institution without having to 
ccnply with the requiresnaits of section 42 as long as the 
consolidation meets the test for a relocation set forth in the 
policy statement. 

4. lv>M>TTi4nin<y m»frm^rm of a branch 
The conmenters generally supported the agencies' 
proposal to permit each institution to identify a given branch's 
customers based on a good faith system of allocating customers 
among branches, and to indicate that one reasonable means of 
allocating customers is by idiere they opened their deposit or 
loan accounts. One commenter noted that banks have historically 
determined each branch's customer base by the accounts opened at 
the office. The final policy statement continues to allow each 
institution to allocate customers in a reasonable way, and 
further clarifies that, in certain cases, such an allocation may 
result in a branch not having any customers to notify in the 
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8. RelatioMhip fco atate law 

A State bankers association pointed out that state lav 
■ay require branch closing notices and policies, and asked that 
.the agencies deteimine that compliance with* state lav would 
satisfy section 421 The agencies do not believe that it is 
iqppropriate to analyze various state latis for this purpose « but 
the agencies have amended the policy statenent to note: (1) if a 
notice provided to custoners pursuant to state lav contains the 
inf osnation required by section 42 and is provided vith prior 
notice that is consistent vith the requirements of section 42, 
then a second notice need not be sent; and (2) if a notice sent 
to a state supervisor contains the inf oxnation required by 
section 42 and provides prior notice that is consistent vith the 
requirements of section 42, then the institution nay provide a 
copy of that notice to its federal regulator in lieu of a 
separate notice.. 

9. Reduction Qt BcryJCM 

The final policy statement continues to provide that a 
change in service^ at a branch will not be considered a branch 
closing as long as the facility continues to constitute a branch 
for purposes of section 42. In this context, the agencies note 
that a branch that reduces its services to that of an ATM would 
be deemed to have closed the branch for purposes of section 42. 
This is because,, as discussed above, for purposes of the branch 
closing statutes an ATM is not considered a branch. 



Digitized by 



Google 



861 



' 19 

10. Braneh eloaina ipoliey 

Tbe agepcles' propoaals diffegrcd with. riMp«ct to tlMir 
provlsioos regmxdlag .branch closing policiMi. The OOCand 018 
included in thair proposed policy statements a list of itens jphat 
an institution sdght want to consider including in its policy 
statement; the goal was to provide guidance to institutions in 
adopting their policies.. The Board of Governors and phm FDIC did 
not include such a .Xist. Because section 42 does not prescriJ^ . 
the contents of a branch closing policy and does not delegate ^to. 
the agencies that authority, all the agancies have decided to 
omit any list ot suggested itens. .;ifaus« the final policy • 
statement retains the requireomnt of a writtan policy, appropriate 
to the sise and, n e eds of the institution* but does not pr e s ci^ibe 
any suggested contents of that policy.. ^ 
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POLICY ST A 'i'BM Iflr r OF 

BQAKD OP GOVRSNORS OF TBS FEDERAL RESERVE SYSTEM, 

OFFICE OF. THE COMP TROLL ER QF. THE. CqiXRENCY, 

. . 'FEDERAL' DEPOSIT DiSU RAWC E OORPQ RATIOli, 

AND OFFICE OF THRIFT SUPERVISION 

CONCERNINQ BRANCH CLOSINS NOTICES AND POLICIES 

Poxpbte • , 

nils poll^ statement provides guidance to insured 

depository inJBtitutioiis concerning requirenents that an 

institution provide prior notice of any branch closioSg and 

establish' internal policies' for branch closings. 

BaolcgrouDd 

" The Federal Deposit Insurance Coiqporation Improvenent 

Act of 1991 (Pub. L. 102-242, 105 Stat. ^236r'(FDICiA) was 

enacted omDeccinber 19, 1991. Section 228 of the FDICIA adds a 

new' section 42 to the Federal Deposit Insurance Jkct (FDI Act) (12 

U.S.C. 1831r-l) that imposes notice requirenients on insured 

depository institutions that intend to close branches.*^ The 

provision became effective on December 19, 1991. 

The law requires an insured depository institution to 

submit a notice of any proposed branch closing to the appropriate 

Federal banking agency no later than 90 days prior to the date of 

■ the proposed branch dosing. The required notice must include a 

detailed statement of the reasons for the decision to close the 

branch and statisticail or other dLnfoxmation in support of such 



^ An insured depository institution means any bank or 
savings association, as defined in Section 3 of the FDI Act, the 
deposits of tfhich are insured by the FDIC. 
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Tlie law also requires an insured depository institution 
to notify its custoiiers of the proposed closing. Hie institution 
■ust nail the notice to the custcaers of the hratach proposed to 
be closed at least 90 days prior to the pr opos ed dosing. The 
institution also aust post a notice to custosMrs in a conspicuous 
■anner on the preiOses of the branch proposed to be closed at 
least 30 days prior to the proposed closing. 

Mditionally, the law requires each institution to 
adopt policies regarding closings of branches of the institution. 
Jpplicability 

Section 42 applies to the closing of a "branch" by an 
insured depository institution. The agencies consider a "branch" 
for purposes of section 42 to be a traditional brick- and mortar 
branch* or any siailar banking facility* at which deposits are 
received or checks paid or aoney lent. Ttnis* for exaaple* notice 
pursuant to section 42 would not be required for the closing of 
an ATM or tenporary branch. Institutions that are in doubt about 
the coverage of a particular closing should consult the 
appropriate Federal banking agency. 

An institution aust file a branch closing notice 
whenever it closes a branch, including when the closing occurs in 
the context of a serger, consolidation or other fons of 
acquisition. Transactions subject to expedited approval under 
the Bank Merger Act (12 U.S.C. 1828) aust also file a branch 
closing notice. The responsibility for filing the notice liei 
with the acquiring or resulting institution, but either party to 
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such a transaction- nay give the notice. Thus, for example, the 
purchaser nay give the notice prior to consumnation of the 
transaction where the purchaser intends to close a branch 
following constinmation, or the seller nay give the notice because 
it intends to close a branch at or prior to consumnation. In the 
latter exanple, if the transaction were to close ahead of 
schedule, the purchaser, if authorized by the appropriate federal 
bauaking agency, could operate the branch to complete-, compliance 
with the 90 -day requirement without the need for an additional 
notice. 

The law does not apply to mergers, consolidations, or 
other acquisitions, including branch sales, that do not result in 
any branch closings. In addition, the law does not apply where a 
branch is 'relocated. For purposes of this policy statement, a 
branch relocation is a movement within the same immediate 
neighborhood that does not substantially affect the nature of the 
business or customers served. Generally, relocations will be 
found to have occurred only when short distances are involved: 
for example^ moves across the street, around the comer, or a 
block or two away. Moves of less than 1000 feet will generally 
be considered to be relocations. In less densely populated 
areas, where neighborhoods extend farther and a long move %fould 
not significantly affect the nature of the business or the 
customers served by the branch, a relocation may occur over 
substantially longer distances. Institutions that are in doubt 
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•bout whether a relocation or closing has occurred should consult 
the appropriate Federal banking agency. 

consolidations o£ branches are considered relocations 
if the branches are located within the sane neighborhood and the 
nature of the business or custcsMrs served is isot 'affected. 
rtaim, for exMple, a coosolidatlcm of t^io branches on the saae 
block following a aezger would not constitute a branch dosing. 
The sane standards apply to consolidations as to relocations. 

Changes of services at a branch are not considered a 
branch dosing* provided that the resaining facility constitutes 
a branch (as defined herein) .' 

In addition* section 42 does not apply when a branch 
ceases operation but is not dosed by an institution. Thus, the . 
law does not apply to: 
• A tenpoxluqr interruption of service caused by an event 

r 

beyond the institution's contrd (ft.fl.« a natural 
catastrophe) « if the insured depository institution 
plans to restore branching services at the site in a 
tiiMly annner^v 

^ Ttut ag«n<:ie0 note that where, after a reduction in 
services^ the reoultin^ facility no longer qualifies as a branch, 
section 42 would apply- Hius. notices of branch dosing would be 
required if an institution were to replace a traditional brick- 
aod^mortar branch with an A!IM. 

' Section 42 would apply « however « If thft institution were 
closed or did not reopen the branch following the incident. 
Although prior notice would not be poeeible in such a case, the 
institution Bbould notify the customers of the branch and the 
appropriate federal ban)cing agency In the manner specif lad by 
aectiOQ 42 to the extent poeaible and as booa as possible after 
the decision to dose the branch has been : 
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e Transferring back to the FDIC or Resolution Trust 

Corporation, pursiiant to the terms of an acquisition 
agr e em en t, a branch of a failed bank or savings 
association operated on an interim basis in connection 
with the acquisition of all or part of a failed bank or 
savings «BBocia.tion, so long as the transfer occurs 
within the option period or within an occupancy period, 
hot to exceed 180 days, provided in the '.agreement. 
Votloe of Braaoh Closing to the Ageney 

The law requires an insured depository institution to 
give notice of any proposed branch closing to the appropriate 
Federal hanking agency no later than 90 days prior to the date of 
the proposed branch closing. The required notice must include 
the following: 

• identification of the branch to be closed; 

• ' the proposed date of closing; . 

• a detailed statement of the reasons for the decision to 
close the branch; and 

• statistical or other information in svqpport of such 
reasons consistent with the institution's written 
policy for branch closings. 

Zf an institution believes certain information included 
in the notice is confidential in nature, the institution should 
prepare such information separately and request confidential 
treatownt. The agency will decide whether to treat such 
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recordkeeping syetem in order to nake a reasonable detexninatioa 
of %ffao is a custcBMr of a branch. 

Ukider section 42. an institution aust include a 
customer notice at least 90 days in advance of the proposed 
closing in at least one of the regular account statenents mailed 
to custoners, or in a separate Hailing. Zf the branch closing 
occurs after the proposed date of dosing, no additional notice 
is required to be Bailed to custca«rs (or provided to the 
appropriate federal banking agency) if the institution acted in 
good faith in projecting the date for closing and in subsequently 
delaying the iclosing. 

The nailed custoner notice should state the location of 
the branch to be closed ax»d the proposed date of closing, and 
either identify ifhere custca«rs nay obtain service following tha 
closing date or provide a telephone nuadMr for custcsMrs to call 
to detemine such alternative sites. Zf a notice of branch 
closing provided to custosMrs pursuant to state law contains this 
infoxnation, then a separate notice need not be sent, provided 
that the notice is sent at least 90 days prior to tha closing. 

Ukider section 42, an institution also aust post notice 
to branch custca«rs in a conspicuous nanner on the branch 
preiiises at least 30 days prior to the proposed closing. This 
notice should state the proposed date of dosing and identify 
where custosMrs nay obtain service fdlowing that date or provide 
a telephone nmiMr for custosmrs to call to detemine such 
alternative sites. An institution nay revise tha notice to 
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extend the projected d^te olC closing without triggering a new -30- 
day notice period. 

In some situations, an institution, in its discretion 
and to expedite transactions, nay nail an$ post notices to 
customer^ of a proposed branch closing that is contingent upon an 
event. For exanple, in the case of a proposed nerger or 
acquisition, an institution nay notify custoners of its intent to 
close a branch upon approval by the appropriate Federal banking 
agency of the proposed nerger or acquisition. 
Policies for branch closings 

The law requires all insured depository institutions to 
adopt policies for branch closings. Bach institution with one or 
nore branches nust adopt such a policy. If an institution 
currently has no branches, it nust adopt a policy for branch 
closing before it establishes its first branch. The policy 
should be in writing and neet the size and needs of the 
institution. 

Each branch closing policy adopted pursuant to section 
42 should include factors for determining irtiich branch to close 
and which customers to notify, and procedures for providing the 
notices required by the statute. 
Coopliance 

As part of each Community Reinvestment Act (CRA) 
examination, the Federal ban)cing agencies will examine for 
compliance with section 42 of FDICIA to determine whether the 
institution has adopted a branch closing policy and whether the 
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institution provided the required notices when it dosed a 
branch. If an institution fails to comply with section 42, the 
a p pr opr i ate federal banking agency nay make adverse findings in 
the CRJi evaluation or talce appropriate enforceoMnt action. 

By order of the Board of Governors of the Federal 
Reserve System. 
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) WttllW W» HUM 



Secretary of the Board 
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Date 



(sigMd) 



Eugcns A. Ludwls 
Ludwig 



Bugene A. 

Comptroller of the Currency 



8/10/93 



Date 



(•lga«d) .Hoyl« L. Bobiii«on 

Boyle L. Robinson 

Executive Secretary 

Federal Deposit Insurance Corporation 
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Date 



(•igD<d) Jopathm L.ri«cht«r 
Jonathan L. Fiechter 
Acting Director 
Office of Thrift Supervision 
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RESPONSES TO QVESnONS FOR THE RECORD 

FROM EUGENE A. LUDWIG 

COMPTROLLER OF THE CURRENCY 

DECEMBER 4, 1993 



Q.l. You mention in your testimony tliat many witnemes at your recent CRA 

urged tliat CRA be eziianded to otlier financial intermediaries, 

also lias been adranced by members of this Subcommittee. 

What are your views on a broader crois sect ion of financial intermediaries under 
CRA? What are some practical w^ys to do this? Who should be cofcred? 

A.l. As a condition of their charten, natkxiud boida have for many yean been expected 

to serve the convemence and needs of their communities. The CRA, enacted in 
1977, is in many respects an extension and clarification of this longstanding statutory 
requirement. The CRA provides a frameworlc within which depository institutions 
and community groups can worlc together to ensure that credit and odier banking 
services are available to underserved communities. Under the impetus of the CRA, 
many banks and thrifts have opened new branches, provided expanded services, and 
made substantial conunitments to state and tocal governments or community groups 
to increase lendmg to all segments of society. However, for several decades banks' 
share of the nation's financial assets has been declining. This decline accelerated 
sharply in the 1980s. In 1980, commercial banks heki 37 percent of all financial 
assets. Savings and loans, savings banks, and credit unions hekl an additional 21 
percent, bringing the total of all deposit intermediaries to 58 percent. By 1990, the 
commercial bank share had dropped to 32 percent, and the total for all d^osit 
intermediaries had dropped to 48 percent. The 52 percent not accounted for in 
depository institutions is not represente d by funds buried in backyards or smffed into 
mattresses, but rather, m huge measure, funds phned with odier financial 
intermediaries. 

We have probably reached a pomt m time where it is appropriate to review and 
analyze all the types of financial mtermediaries operatmg in our communities, their 
legal structtues, their purposes, products offiered to the public, benefits derived from 
the communities in which ttiey are located, etc. Such an analysis should provide the 
basis for determining the appropriateness of qiplying CRA or CRA-like requirements 
to such instimtions. As of yet, however, neither the OCC nor the Administrstion 
have formed a definitive position on whether CRA or CRA-like obligations shoukl 
extend to non-depository financial instititutions. 
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^ FEDERAL DEP06IT INSURANCE CORPORATION. waMngieii. oc a 

OFFICE OF THE CHAIRMAN 

December 7, 1993 



Honorable Joseph P. Kennedy II 

Chairman 

Subcommittee on Consumer Credit 

and Insurance 
Committee on Bemklng, Finance 

and Urban Affairs 
House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

We are pleased to enclose responses to the questions 
posed by Representative Roybal-Allard following our 
testimony before the Subcommittee on October 21, 1993. 

If you have further questions, please let us know. 

Sincerely, 



Andrew C. Hove, Jr. 
Acting Chairman 



Enclosure 
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R««poi&s«s to Quostioiui Pos«d by 
Th« Honorable Lueillo Roybml-Allard 

Q.l. In Zios Angelos County, dosons of bank branehos have 

elosod in the past several years. Most of these bank 
branchsB vera located in working class and minority 
GomiminitieB However, many bank branches continue to 
originate in affluent, non-ethnic coomnuiities • As a 
rttsult many cnmsninity activists have suggested that 
bank branch closures of aolva&t inati tut Ions ahauld be 
prohibited in underserved areas. They also argue that 
branch openings by banks tihich have no branches in 
working class and minority coiDBsninities should be 
denied. 

Vfhat is your opinion on tihether bank branch closure in 
underserved areas should be subject to CRA review? Are 
the regulatory agencies considering this idea? Please 
explain . 

A.l. Branch closings in any area are reviewed during a CRA 
examination Branch cloetires in underserved. areas are 
of particular concern, as they affect the ability of 
the inatitution to meet the convenience and needs of 
lower income ne ighborhoodo * Currently each institu- 
tion is evaluated on twelve assessment factors" in 
the CRA regulation, under five performance categories. 
One of these performance categories is the Geographic 
Distribution and Record of Opening and Closing Offices. 
In that performance category is an asaeflBment factor 
that requires an examiner to evaluate the institution's 
record of opening and closing offices and providing 
services at offices The need for branch offices in 
lower income and underserved areas to make loans and 
to meet basic banking needs was stressed often in 
testimony at the recent CRA reform hearings. It will 
continue to be an important consideration during our 
discussions on CRA reform. 

In addition, a joint policy statement by the federal 
financial institution regulatory agencies implementing 
a provision of Federal Deposit Insurance Corporation 
Improvement Act (FDICIA] , in effect since September 21, 
1993, requires that insured depository institutions 
give notice to the appropriate federal agency of any 
proposed branch closings no later than 90 days prior 
to the closing, including a detailed statement of the 
reasons for the decision and statistical information 
supporting those reasons Customers of the branch must 
be notified In writing 90 days before the closing A 
public notice must be posted in the office 30 days 
prior to the closing Finally, an institution must 
adopt an internal, written policy concerning branch 
closings . 
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Q.2. During thm Bmptmihmr £l«ld h—ring hmld by th« four 
£«d«ral bank regulatory agonoloa in Zio« Jkngoloa, ono 
coHBunity group ropraaontatlvo with oaq^rtlsa in CRA 
BMttors testified that banka atill eonaidar thair 
obligation to »aat tha naada of working olaaa and 
Minority individuala aa charity work rathar than a 
buainaas raaponaibility. Aa proof # thia %vitnaaa notad 
that banka oftan hira CRA of ficara nho ara public 
ralationa profaaaionala, or hava joint dutiaa with 
tha eorporata philanthropy aapact of tha inatitution. 

Hava you found thia to ba tha eaaa in tha inatitutiona 
you hava aacaainad? Plaaaa coanant. 

A. 2. Institutions should view lending in lower-income areas 
and minority areas not as charity %irork but as a viable 
and profitable business opportunity. However, the fact 
that some CRA officers may have additional responsibil- 
ities including corporate philanthropy does not 
necessarily mean that the institution considers lower 
income investment as charity. Anecdotal evidence may 
suggest that in such cases the institution wants to 
assure that community activities generating lending and 
investment in lower income areas and supporting afford- 
able housing and small business development become a 
priority recipient of limited dollars. 

It is significant that when we evaluate CRA perfor- 
mance, we do not evaluate the performance of one 
officer or one type of activity such as corporate 
contributions. We evaluate the full extent of 
management participation, including the board of 
directors, in ascertaining credit needs, developing 
loan products to meet those needs, marketing them 
across the entire community including lower income 
areas, monitoring results and adjusting plans accord- 
ingly. 

### 
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U. S. DtpMtent «r Juitice 

Office of LoKislative Affiun 



Ottwaffct HH\mtmAmmmfatmtil Wmkk^im,it.G XS30 

December 23, 1993 



Honorable Josepb P. Kennedy II 

ChainMin, Subcomittee on Constaer Credit 

and Insurance 
Comittee on Banking, Finance 

and Urban Affairs 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

This responds to your letter dated Noveaber 15, 1993, to the 
Associate Attorney General, Webster L. Hubbell, which raised 
several additional questions based upon the Subcomittee hearing 
on October 21, 1993, regarding fair lending and the Comunity 
Reinvestaent Act. Our answers to your numbered qpiestions are 
set forth below. 

1) Based on your successful prosecution of the Decatur 
case, how can banking and thrift regulators benefit from the 
efforts of the Department of Justice? 

A. The Civil Rights Division of the Department of Justice 
has for many years prosecuted complex civil rights cases that 
require extensive document review, statistical analysis, and 
testimonial evidence. We used these investigative techniqpies in 
developing the Decatur case and have shared our ai^roach with the 
banking and thrift regulators at numerous meetings and 
conferences. We have emphasized the importance of multiple 
regression analysis based on data from a large number of loan 
files where the focus is on high volume lenders like Decatur. 
Without such analysis, it is often very difficult to detect 
whether an institution's loan processors and undertrriters are 
treating minority ai^licants differently because of their race or 
national origin. In the past, the regulatory agencies have tried 
to detect such discrimination through a manual review of a sample 
of loan files and rarely found sufficient evidence to justify a 
referral. We hope that record will improve and are encouraged by 
recent statements of the Comptroller of the Currency thiit such 
analysis will be undertaken when necessary in OCC investigations. 
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w* alAO l*ttm«d fro* D«»tur that l*ndt«rs can avoid doing 
butfinatfA in minority nalghborhoods through thair mmrXmtinq, 
Advortiflingj &nd branching fltrat^lea- Tha«« pracrtic«fl, vli«n 

Cd^rt-«lat«d vith neighborhood racial coapoaitlon, can just aa 
effect ivaly "radllnfi" minority borrowara out of tha landar*B 
■ar)c«t a a tha nora overt foraa of redlining do. It is important 
that tha ragulatora carefully examine thalr Inatitutlon* for 
theee practicaa. The extent to which tha leaaona va have Isamsd 
frcB Decatur have taXen root In the regulatory ooapliuics 
exaaination proceee will beat ba judged by the nuadmr and quality 
of their iMitterrt or practice referrala. 

2} Baaed on your involvevent nith the banX and thrift 
regulatory aganciea, ahould the Departsent of Jtwtica ba included 
in routine axaalnationa of banka and thrifts? 

h* Ho* Theae agenci aa ccnduct hundreds of routine fair 
lending coapllanca raviava each year which aaXaa this auggaatlon 
iHpractical* Ha have propcaad that tha ragulatory agencies join 
ua in invcatigationa of carta in Institution* that they beiiave 
would be worthy candidatee for epecial fair lending exaainations, 
but that proposal was rejected. 

2} hm you know, federal law now requires bank and thrift 

regulators to refer auapectad violations of the Equal Credit 
Opportunity Act to tha Justice Dapartnent- Since enactment of 
that change > how aany caaes have been referred froa each 
regulatory agency? Of theae referrals, how aany include poasible 
findings of discrisination based on race or ethnic Ityt How do 
theae nuabara differ froB the volume and nature of referrala aade 
prior to the above-aentioned change in law? In general, do you 
believe that tha quality of referrala ha a Increased , decTreaa^d, 
or reaained tha same? Pleaae provide apecific details. _^_ 

A. Wa hava racaivad tha following referrals fros tha 
regulatory agencies since tha 1991 aaandaanta to tha EOOA 
■andating such referrals 

Federal Reserve Board 

Wa have received one referral froa tha Padaral Rasarva 
Board, The referral involved poasible aortgage lending 
di serial nation on the baaia of race and ethnicity by the Shamnit 
Mortgage Coapany and waa baaed on tha Boston Federal Reserve 
study. On December 13, 1993, we filed a complaint against tha 
mortgage company under the Fair Housing Act and the E€OA alleging 
a pattern or practice of discrimination against black and 
Hispanic mortgage loan applicants. On the same day, tha dlatrict 
court in Hartford, Connecticut approved e consent decree 
resolving our claims against conpany. The decree includes an 
injunction against future diacrinination and an initial fund of 
$960,000 to compensate victiae of the alleged diacrialnatory 
practlcea who were denied loans during the period January 1990 
through October 1992* The victims are to be identified under 
prooadures established by the consent decree, with each victim 
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^ one r«f «r£&I tram tte Off io« of Tto-ift 

^ilM r«fflrxB.l iiTVOlvttd posslbl* 

of raoB, tiAt;ienul origin, wid/Qr ago* 

infftiit^^rticm had relitiguish«d its tluritt 
All l^iAlMi operctLicnu , and v&« not »cquirad by 



He Iww r»o£ivBd rsn ref erraXs fr^ i^he flUC. Ttiro« of 
rttfarrmls. viilc^ m rvoKl^vod in Bov^ibcr 1992, imol^rad 
dxBcraaiiiM^lddi em tlw bttsi* of rftcv or fi«^id>nAl origin 
r«l*t.iT«l]r «nAll to»iA* th*t operat* in mostly whit* 
ia a Km i l fc ^i »T< i n mt^tjt. He r«~umad tiio&tt referrals to 
t;ko ayaBcy for rurUMcr iwlaw ^-t«T fiTi::^irtg irtsufficient Avidvno* 
^o ■■! I lit tlie^ 'rm^anrawKTTt of « pvttflm or practaos 
inv«fftdJ9i>^osi ty our Dttp^rtwit. TIm otilMr s«wn rsfarrAlft 
iiwolwaa poMailils €lgGTi» iimX im\ ism tJ^e cukasis of aga sex, and/or 
Fao«ipfc of jT^MI" ■— JBtMMja* We r^oeiwd thos^ referrals in 
Jnly 1991, ana t^wr oowt^iJnwrf no factual InforBation that would 
asplaiii tlM bacia for tlia rafBrral, <^ August 17, 1993, no askod 
to pxrtrwiAm tJ&at infocsatlon t4> as 




Off leg of thim CoBctirolIar of tHa CurrMMsy 

«a bave 3f«c«iv«d four rafarrals fron Ui« OOC. Ona of t h o aa 
xafav-rala involiraa poaaibla diacrimlnation on tha baaia of raoa 
and cooceLms the tjeraA huA intaraat rata* charged by tba landar 
tar hose Lnpro^^eiBerit !<>&»«. Tttia ra£arr«l was vmll irhvest igatad 
by th< OCC aiid is curx-antly ufidar review by the D«partAent . in 
July 1991 ws x«osi^«d rafarrala af tbraa inatitutiona tbat the 
OOC beliw«d Bay hav* angagad in a pattern or prectica of 
di»=rimirtation on the baaia of a^e, eeie, and/or aarltet atatua in 
tiie provision of »hort-ter* in«tall»*int l^ur^e or oradit oard 
offaringa. All thraa had baait wall Invest ig a tad and wa 
datacBinad tlMt thay oaold beat ba handlad ad»l»iatratlyaiy. 

According to recorda still aatfttainad tvy the Depart aant« «a 
raceived only one referral froa any of the bank <sr thrift 
ragulatory agencies prior to the 1991 aasrvdasnte to the SO>A« 
Ttiat referral vas made by the OCC iA Hay L«*0 af>d Lnvolvad 
possible diacriainatiofi on tha baais of raoa, national drtgln| 
and handicap in the bank's advertising for oondoBlnlus xintte in 
nofitana, Ue closed the investigation aftar learning tt\Mi tha 
baiik had caaaad the allegedly dlscriaiiiat^ry advfltf'tiait^ aavaral 
yaars prior to tba rafarral. 
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la mum, mm tellsv* that tbm uu m imi and quality of rafarrals 
froB Urn OOC hmm inarmmmmd notioMbly. 

Pinally, siaoa Um ITiilii i—Itt— hMring, mtmtt in our dvU 
ttU^Ktm Division hmvm aot with rmprmmmBtrntiyrmm of tho POdoral 
Boaar^o Board, 0T8, and tlia FDIC to iayrovo coordination vitli 
thoaa aganrlaa in oar fair landing anforcanant of forta and to 
asplain tlia factual infonation that ahoold ba davalopad to 
au pp ort a rafarral. Wa axpact to oootinoa thoaa diacosaiona and 
ara hopafol that thay will raaalt in an incraaaa in both tha 
uu m imi and quality of pattam or practioa landing diacriaination 
rafarrala. 

4) In your Octobar 21, 1993, taatinony bafora tha 
ITiilii'ii— itf-aa, you atatad that tha J^iatioa Dapartnant haa aooght 
"pamiaaion" to obtain bank and thrift landing raoorda. Why do aa 
tha Dapartnant baliava it naada tha paniaaion of inatitntiona to 
invaatigata poaaibla diacriaination by than? Doa a tha Dapartaant 
baliava it haa tha authority to obtain aubpoanaa to gain acc a aa 
to raoorda? If ao, ¥hy wouldn't tha Dapartaant raly on that 
authority, rathar than tha paraiaaion of landing inatitntiona? 

A. Tha Dapartaant haa no authority undar tha Fair Bouaing 
Act or tha Bqual Cradit Opportunity Act to ooapal landara to 
prodnca inforaation or to c o op ara ta in a pattam or practioa 
invaat igation • 

Wa appraciata tha opp ortun ity to raapond to your qoaationa 
in thia inportant araa of civil righta anfc 



Binoaraly, 



Shaila P. Anthony 
Aaaiatant Attomay Ganaral 
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